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FILE NO. 82-34745

Form 52-109F2 - Certification of Interim Filings
I, Nancy C. Southern, President & Chief Executive Officer of ATCO Ltd,, certify that:

1. I have reviewed the interim filings (as this term is defined in Multilateral Instrument 52-109
Certification of Disclosure in Issuers’ Annual and Interim Filings) of ATCO Ltd., (the issuer)
for the interim pertod ending June 30, 2007;

2. Based on my knowledge, the interim filings do not contain any untrue statement of a material
fact or omit to state a material fact required to be stated or that is necessary to make a statement
not misleading in light of the circumstances under which it was made, with respect to the period
covered by the interim filings;

3. Based on my knowledge, the interim financial statements together with the other financial
information included in the interim filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issuer, as of the date and for the periods
presented in the interim filings;

4, The issuer’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures and internal control over financial reporting for the issuer, and
we have:

(a) designed such disclosure controls and procedures, or caused them to be designed under our
supervision, to provide reasonable assurance that material information relating to the issuer,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which the interim filings are being prepared; and

(b} designed such internal control over financial reporting, or caused it to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with the
issuer’s GAAP; and

5. 1 have caused the issuer to disclose in the interim MD&A any change in the issuer’s internal
control over financial reporting that occurred during the issuer’s most recent interim period that
has materially affected, or is reasonably likely to materially affect, the issuer’s internal control
over financial reporting.

Date: July 26, 2007

Original signed by Nancy C. Southern

President & Chief Executive Officer



FILE NO. 82-34745

Form 52-109F2 - Certification of Interim Filings
I, Karen M. Watson, Senior Vice President & Chief Financial Officer of ATCO Ltd., certify that:

1. 1 have reviewed the interim filings (as this term is defined in Multilateral Instrument 52-109
Certification of Disclosure in Issuers’ Annual and Interim Filings) of ATCO Ltd., (the issuer)
for the interim period ending June 30, 2007;

2. Based on my knowledge, the interim filings do not contain any untrue statement of a material
fact or omit to state a material fact required to be stated or that is necessary to make a statement
not misleading in light of the circumstances under which it was made, with respect to the period
covered by the interim filings;

3. Based on my knowledge, the interim financial statements together with the other financial
information included in the interim filings fairly present in all material respects the financial
condition, results of operations and cash flows of the issuer, as of the date and for the periods
presented in the interim filings;

4. The issuer’s other certifying officers and 1 are responsible for establishing and maintaining
disclosure controls and procedures and internal control over financial reporting for the issuer, and
we have:

(a) designed such disclosure controls and procedures, or caused them to be designed under our
supervision, to provide reasonable assurance that material information relating to the issuer,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which the interim filings are being prepared; and

(b) designed such internal control over financial reporting, or caused it to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with the
issuer’s GAAP; and

5. I have caused the issuer to disclose in the interim MD&A any change in the issuer’s internal
control over financial reporting that occurred during the issuer’s most recent interim period that
has materially affected, or is reasonably likely to materially affect, the issuer’s internal control
over financial reporting.

Date: July 26, 2007

Original signed by Karen M. Watson

Senior Vice President
& Chief Financial Officer
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ATCO LTD.

CONSOLIDATED STATEMENT OF EARNINGS AND RETAINED EARNINGS

(Millions of Canadian Dollars except per share data)

Three Months Ended

Six Months Ended

June 30 June 30
Note 2007 2006 2007 2006
(Unaudited) (Unaudited)
Revenues § 691.7 $ 6554 $1,521.3 $1,388.1
Costs and expenses
Natural gas supply 59 9.9 8.6 13.9
Purchased power 114 10.6 25.2 23.6
Operation and maintenance 327.8 297.1 664.4 593.8
Selling and administrative 58.8 51.9 108.7 104.2
Depreciation and amortization 90.6 98.5 190.7 192.6
Interest 5 44.0 49.6 87.6 91.4
Interest on non-recourse long term debt 13.1 14.3 274 29.1
Dividends on preferred shares 2.1 2.1 4.3 43
Franchise fees 34.7 27.7 93.2 89.6
588.4 561.7 1,210.1 1,142.5
103.3 93.7 311.2 245.6
Gain on sale of property 2 - - - 143
Interest and other income 7 14.0 15.3 36.5 25.6
Earnings before income taxes and
non-controlling interests 117.3 109.0 347.7 285.5
Income taxes 5 14.3 22.6 90.0 85.1
103.0 86.4 257.7 2004
Non-controlling interests 8 47.7 42.8 120.8 93.8
Earnings attributable to Class I and Class Il shares 2 55.3 43.6 136.9 106.6
Retained earnings at beginning of period as restated 6 1,348.4 1,246 .4 1,284.9 1,196.6
1,403.7 1,290.0 1,421.8 1,303.2
Dividends on Class | and Class II shares 12.8 12.3 25.7 248
Purchase of Class | shares 11.1 16,1 16.3 17.0
Retained earnings at end of period $1,379.8 §1,261.6 $1,379.8 $1,261.6
Earnings per Class | and Class Il share 10 5 095 £ 073 5 235 3 178
Diluted earnings per Class 1 and Class 11 share 10 § 094 § 072 § 232 3 176
Dividends paid per Class I and Class II share 10 3 022 $ 0.205 § 0.44 § 04l
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ATCO LTD.

CONSOLIDATED BALANCE SHEET

(Millions of Canadian Dollars)

June 30 December 31
Note 2007 2006 2006
(Unaudited) (Audited)
ASSETS
Current assets
Cash and short term investments 4 $ 908.0 $ 993.1 $ 8808
Accounts receivable 384.6 316.8 441.8
Inventories 108.2 107.0 120.1
Future income laxes 3.0 0.3 -
Regulatory assets 6.5 14.8 133
Derivative assets 11 0.6 - -
Prepaid expenses 34.0 28.1 27.5
1,444.9 1,460.1 1,483.5
Property, plant and equipment 5,935.5 5,657.1 5,870.1
Goodwill 71.2 71.2 71.2
Regulatory assets 47.3 29.2 43.2
Derivative assets 11 69.7 - -
Other assets 196.2 2459 230.5
$7.764.8 $7,463.5 $7.698.5
LIABILITIES AND SHARE OWNERS' EQUITY
Current liabilities
Bank indebtedness $ 185 $ 131 $ 151
Accounts payable and accrued liabilities 420.6 356.8 431.4
Income taxes payable 5 264 574 319
Future income taxes - - 0.3
Regulatory liabilities 11.8 4.5 0.5
Derivative labilities 11 1.2 - -
Long term debt due within one year 9 1.3 1.7 1.6
Nen-recourse long term debt due within one year 9 77.7 59.4 65.7
557.2 492.9 546.5
Future income taxes 5 234.6 187.6 229.0
Regulatory liabilities 143.0 160.7 148.8
Derivative liabilities 11 23 - -
Deferred credits 11 285.6 256.9 2373
Long term debt 9 2,450.4 2,306.2 2,458.8
Non-recourse long term debt 9 623.0 771.5 749.0
Preferred shares 150.0 150.0 150.0
Non-controlling interests 8 1,798.8 1,7353 1,747.0
Class I and Class Il share owners' equity
Class I and Class IT shares 10 149.8 149.4 149.5
Contributed surplus 1.9 1.4 1.7
Retained earnings 1,379.8 1,261.6 1,280.4
Accumulated other comprehensive income 12 {t1.6} (16.0) 0.5
1,519.9 1,396.4 1.432.1
$7,764.8 $7,463.5 $7,698.5
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ATCO LTD.
CONSOLIDATED STATEMENT OF CASH FLOWS
(Millions of Canadian Dollars)

Three Months Ended Six Months Ended
June 30 June 30
Note 2007 2006 2007 2006
(Unaudited) (Unaudited)

Operating activities
Earnings attributable to Class I and Class II shares § 553 $ 436 5 136.9 $ 106.6
Adjustments for:

Depreciation and amortization 90.6 98.5 190.7 192.6

Future income taxes 3.3 (21.3) 1.5 {15.8)

Non-controlling interests 8 4711 428 120.8 93.8

Gain on sale of property - nct of income taxes 2 - - - (1.7

Deferred availability incentives (3.6) 3.8) 3.0 8.6

TXU Europe settlement - net of income taxes 4 2.9 (5.3} 5.9 53

Qther 9.1 3.1 7.4 8.6
Funds generated by operations 192.9 157.6 4544 388.0
Changes in non-cash working capital (22.7) 18.6 79.0 56.9
Cash flow from operations 170.2 176.2 533.4 444.9
Investing activities
Purchase of property, plant and equipment (168.5) (141.8) (310.2) (264.0}
Proceeds on sale of property - net of income taxes 2 - - - 15.1
Proceeds on disposal of other property, plant

and equipment 1.7 0.2 5.7 23
Contributions by utility customers for extensions

to plant 16.9 15.1 36.7 40,8
Non-current deferred electricity costs (1.0) 10.1 (2.4) 15.4
Changes in non-cash working capital (1.3) 13.0 (15.5) (6.9)
Income tax reassessment 5 - {17.00 - (17.0)
Other 7.1 (1.7) (11.5) 2.7

(159.3) (122.1) (297.2) (217.0)

Financing activities
Issue of long term debt 32 - 11.2 38.1
Repayment of long term debt (4.4) (3.1) (7.3) (3.7
Repayment of non-recourse long term debt 4 (69.5) (13.2) (96.9) (34.9)
Issue of equity preferred shares by subsidiary 8 115.0 - 115.0 -
Redemptien of equity preferred shares by subsidiary 8 (126.5) - (126.5) -
Net issue (purchase) of Class A shares by subsidiary 0.6 {27.6) 1.1 (27.7)
Net purchase of Class [ shares (10.7} {16.3) (16.1) (16.0)
Dividends paid to Class I and Class II share owners (12.8) (12.3) (25.7) (24.6)
Dividends paid to non-controlling interests in

subsidiary 27.7) (26.4) (54.7) (52.8)
Changes in non-cash working capital (0.1 (0.4) 0.1) 0.4
Other (4.3) (0.7} 3.2) (0.9)

(137.2) {100.0) (203.2) (121.6)

Foreign currency translation (8.5) 1.8 9.2) 2.6
Cash position "
Increase (decrease) (134.8) {44.1) 238 108.9
Beginning of period 1,024.3 1,024.1 865.7 871.1
End of period $ 889.5 3 980.0 $ 889.5 $ 980.0

M Cash position consists of cash and short term investments less current bank indebtedness, and includes
$148.4 million (2006 - $168.4 million) which is only available for use in joint ventures (sec Note 4).
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ATCO LTD.
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
(Millions of Canadian Dollars)

Three Months Ended Six Months Ended
June 30 June 30
Note 2007 2006 2007 2006
(Unaudited) (Unaudited)
Earnings attributable to Class 1 and Class 11 shares §55.3 £43.6 §136.9 5106.6
Other comprehensive income, net of income taxes
and non-controlling interests:
Cash flow hedges 12 2.3 - 2.7 -
Foreign currency translation adjustment 12 (10.6) - (9.9) (1.1
(8.3) - (7.2) (1.1)
Comprehensive income $47.0 f43.6 5129.7 $105.5
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ATCO LTD,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2007
{Unaudited, Tabular amounts in Millions of Canadian Dollars)

I. Summary of significant accounting policies
Financial statement presentation

The accompanying consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles and should be read in conjunction with the consolidated financial statements and
related notes included in the Corporation’s 2006 Annual Report. These interim financial statements have been
prepared using the same accounting policies as used in the financial statements for the year ended December 31,
2006, except as described below,

Effective January 1, 2007, the Corporation prospectively adopted the Canadian Institute of Chartered Accountants
(“CICA™) recommendations pertaining to financial instruments, which establish standards for the recognition,
measurement, disclosure and presentation of financial assets, financial liabilities and non-financial derivatives.
These recommendations require that fair value be used to measure financial assets that are held for trading or
available for sale, financial liabilities that are held for trading and all derivative financial instruments, Other
financial assets, such as loans and receivables and investments that are held to maturity, and other financial
liabilities are measured at their carrying value. This change in accounting had the following effect on the

consolidated financial statements for the three and six months ended June 30, 2007:

(a) Recognition of interest rate swaps, foreign currency forward contracts and certain natural gas purchase contracts
as derivative assets and liabilities in the consolidated financial statements (see Note 11).

{b) Recognition of the fair value of a power generation revenue contract liability associated with the natural gas
purchase contracts detivative asset (see Note 11).

(¢} Recognition of a mark-to-market adjustment for the change in fair value of the natural gas purchase contracts
derivative asset and recognition of an adjustment to the associated power generation revenue contract liability
(see Note 7).

(d) Restatement of opening retained eamings at January 1, 2007 to recognize the prior years’ eamnings effect of the
natural gas purchase contracts derivative asset and the associated power generation revenue contract liability, as
well as the prior years’ eamings effect of accounting for certain financial assets and financial liabilities at
amortized cost using the effective interest method (see Note 6),

(e} Reclassification of deferred financing charges from other assets to long term debt and non-recourse long term
debt (see Note 9).

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations pertaining to hedges,
which establish standards for the identification, designation, documemtation and effectiveness of hedging
relationships for the purpose of applying hedge accounting. The purpose of hedge accounting is to ensure that gains,
losses, revenues and expenses from effective hedging relationships are recorded in earnings in the same period. This
change in accounting had no effect on the consolidated financial statements for the three and six months ended
June 30, 2007,

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
reporting and disclosure of comprehensive income. Comprehensive income consists of changes in the equity of the
Corporation from sources other than the Corporation’s share owners, and includes earnings of the Corporation, the
foreign currency translation adjustment relating to self-sustaining foreign operations and unrealized gains and losses
on changes in fair values of available-for-sale assets and effective cash flow hedging instruments. Other
comprehensive income comprises revenues, expenses, gains and losses that are recognized in comprehensive income
but are excluded from earnings of the period. Comprehensive income is disclosed in a separate statement in the
consolidated financial statements.

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
presentation of equity and changes in equity. These recommendations require separate presentation of the
components of equity, including retained eamings, accumulated other comprehensive income, contributed surplus,
share capital and reserves, and the changes therein. As a result of this change in accounting, the Corporation has
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1. Summary of significant accounting policies (continued)

included a reconciliation of accumulated other comprehensive income in the notes to the consolidated financial
statements (see Note 12). In accordance with the recommendations, comparative figures have been adjusted to
incorporate the foreign currency translation adjustment into accumulated other comprehensive income.

Effective January 1, 2007, the Corporation adopted the CICA recommendations that prescribe the criteria for
changing accounting policies, together with the accounting treatment and disclosure of changes in accounting
policies, changes in accounting estimates and corrections of errors. Adoption of these recommendations had no
effect on the consolidated financial statements for the three and six months ended June 30, 2007, except for the
disclosure of accounting changes that have been issued by the CICA but have not yet been adopted by the
Corporation because they are not effective until a future date (see Future Accounting Changes below).

Due to the seasonal nature of the Corporation’s operations, changes in electricity prices in Alberta, the timing and
demand of natural gas storage capacity sold, changes in natural gas storage fees and the timing of rate decisions, the
consolidated statements of earnings and retained eamings for the three and six months ended June 30, 2007 and
June 30, 2006 are not necessarily indicative of operations on an annual basis,

Certain comparative figures have been reclassified to conform to the current presentation,
Cash and Short Term Investments

Short term investments consist of certificates of deposit and bankers' acceptances with maturities generally of 90
days or less at purchase.

Deferred Financing Charges

Issue costs of long term debt are amortized over the life of the debt using the effective interest method. Issue costs
of preferred shares relating to regulated operations are amortized over the expected life of the issue and issue costs
of preferred shares relating to other subsidiaries are charged to retained earnings. Unamortized premiums and issue
costs of redeemed long term debt and preferred shares relating to regulated operations are amortized over the life of
the issue funding the redemption. The Corporation’s deferred financing charges pertaining to long term debt have
been reclassified from other assets to long term debt and non-recourse long term debt in accordance with the CICA
recommendations for financial instruments (see Note 9).

Derivative Financial Instruments

In conducting its business, the Corporation uses various instruments, including forward contracts, swaps and
options, to manage the risks arising from fluctuations in exchange rates, interest rates and commodity prices. Ali
such instruments are used only to manage risk and not for trading purposes.

CICA recommendations require the recognition and measurement of derivative instruments embedded in host
contracts that were issued, acquired or substantively modified on or after January 1, 2003. Derivative instruments
embedded in host contracts that were issued, acquired or substantively modified prior to January 1, 2003 have not
been identified and recognized in the consolidated financial statements as permitted by the recommendations.

The Corporation designates each derivative instrument as either a hedging instrument or a non-hedge derivative:

(a) A hedging instrument is designated as either:

(i) a fair value hedge of a recognized asset or liability or,
(i1) a cash flow hedge of either:

s aspecific firm commitment or anticipated transaction or,

» the variable future cash flows arising from a recognized asset or liability.
At inception of a hedge, the Corporation documents the relationship between the hedging instrument and the
hedged item, including the method of assessing retrospective and prospective hedge effectiveness. At the end
of each period, the Comporation assesses whether the hedging instrument has been highly effective in offsetting
changes in fair values or cash flows of the hedged item and measures the amount of any hedge ineffectiveness.
The Corporation also assesses whether the hedging instrument is expected to be highly effective in the future.
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1. Summary of significant accounting pelicies (continued)

A hedging instrument is recorded on the consolidated balance sheet at fair value. Payments or receipts on a
hedging instrument that is determined to be highly effective as a hedge are recognized concurrently with, and in
the same financial category as, the hedged item. Subsequent changes in the fair value of a fair value hedge are
recognized in earnings concurrently with the hedged item. For a cash flow hedge, the effective portion of
changes in fair value is recognized in other comprehensive income and is subsequently transferred to eamings
concurrently with the hedged item, whereas the portion of the changes in fair value that is not effective at
offsetting the hedged exposure is recognized in earnings.

If a hedging instrument ceases to be highly effective as a hedge, is de-designated as a hedging instrument or is
settled prior to maturity, then the Corporation ceases hedge accounting prospectively for that instrument; for a
cash flow hedge, the gain or loss deferred to that date remains in accumulated other comprehensive income and
is transferred to earnings concurrently with the hedged item. Subsequent changes in the fair value of that
derivative instrument are recognized in earnings.

If the hedged item is sold, extinguished or matures prior to the termination of the related hedging instrument, or
if it is probable that an anticipated transaction will not occur in the originally specified time frame, then the gain
or loss deferred to that date for the related hedging instrument is immediately transferred from accumulated
other comprehensive income to eamnings.

Hedge gains or losses that were recognized in other comprehensive income are added to the initial carrying

amount of a non-financial asset or non-financial liability when:

(i) an anticipated transaction for a non-financial asset or non-financial liability becomes a specific firm
commitment for which fair value hedge accounting is applied or,

(i1) a cash flow hedge of an anticipated transaction subsequently results in the recognition of the non-financial
asset or non-financial liability.

(b} A non-hedge derivative instrument is recorded on the consolidated balance sheet at fair value and subsequent
changes in fair value are recorded in earnings.

The Corporation applies settlement date accounting to the purchases and sales of financial assets. Settlement date
accounting implies the recognition of an asset on the day it is received by the Corporation and the recognition of the
disposal of an asset on the day that it is delivered by the Corporation. Any gain or loss on disposal is also
recognized on that day.

Transaction costs that are directly attributable to the acquisition or issue of financial assets or financial liabilities that
are not held for trading are added to the fair value of such assets or liabilities at time of initial recognition.

Foreign Currency Translation

Assets and liabilities of self-sustaining foreign operations are translated into Canadian dollars at the rate of exchange
in effect at the balance sheet date and revenues and expenses are translated at the average monthly rates of exchange
during the year. Gains or losses on translation of self-sustaining foreign operations are included in accumulated
other comprehensive income in share owners’ equity.

Monetary assets and liabilities of integrated foreign operations, as well as non-monetary assets carried at market
value, are translated into Canadian dollars at the rate of exchange in effect at the balance sheet date. Other non-
monetary assets and non-monetary liabilities are translated at rates of exchange in effect when the assets were
acquired or liabilities incurred. Revenues and expenses are translated at the average monthly rates of exchange for
the year; depreciation and amortization are translated at rates of exchange consistent with the assets to which they
relate. Gains or losses on translation of integrated foreign operations are recognized in earnings.

Transactions undertaken by Canadian operations that are denominated in foreign currencies are translated into
Canadian dollars at the rate of exchange in effect at the transaction date. Monetary items and non-monetary itemns
that are carried at market value arising from a transaction denominated in a foreign currency are adjusted to reflect
the rate of exchange in effect at the balance sheet date. Gains or losses on translation of such monetary and non-
monetary items are recognized in earnings.
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1. Summary of significant accounting policies (continued)
Future Accounting Changes

The CICA has issued new accounting recommendations for capital disclosures which require disclosure of both
qualitative and quantitative information that enables users of financial statements to evaluate the Corporation’s
objectives, policies and processes for managing capital. These recommendations are effective for the Corporatien
beginning January 1, 2008.

The CICA has also issued new accounting recommendations for disclosure and presentation of financial instruments
which require disclosures of both qualitative and quantitative information that enables users of financial statements
to evaluate the nature and extent of risks arising from financial instruments to which the Corporation is exposed.
These recommendations are effective for the Corporation beginning January 1, 2008,

The CICA has also issued new accounting recommendations for measurement and disclosure of inventories which
provide guidance on the determination of cost and its subsequent recognition as an expense, including any
writedown to net realizable value, and on the cost formulas that are used to assign costs to inventories. The
Corporation is unable to determine at this time the effect of adopting these recommendations on earnings or assets of
the Corporation. These recommendations are effective for the Corporation beginning Januvary 1, 2008.

2. Gain on sale of property

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta. Net proceeds, afier
costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This sale increased
earnings for the six months ended June 30, 2006 by $11.7 million.

3. Regulatory matters

On March 17, 2006, ATCO Electric received a decision on its General Tariff Application for 2005 and 2006 which
was filed with the Alberta Energy and Utilities Board (“AEUB™) in May 2005. The decision established the amount
of revenue ATCO Electric can recover through its rates for electric distribution and transmissicn service provided to
its customers for 2005 and 2006. The impact of the decision for 2005 reduced ATCO Electric's earnings by
$1.3 miilion and was recorded in the first quarter of 2006. The impact of the decision for the full year 2006, as
compared to the decision for the full year 2005, further reduced ATCO Electric’s earnings by $1.6 million. The
decision also confirmed the return on common equity as determined by the AEUB’s standardized rate of return
methodology. The rate of return on common equity was 8.93% in 2006.

On January 27, 2006, ATCO Gas received a decision on its general rate application which was filed with the AEUB
in May 2005 for the 2005, 2006 and 2007 test years. The decision established the amount of revenue ATCO Gas
can recover through distribution rates for natural gas distribution service to its customers over the period of 2005 to
2007. The decision also approved the return on common equity as determined by the AEUB’s standardized rate of
return methodology. The rate of return on common equity was 8.93% in 2006 and is 8.51% for 2007. The final
impact of the decision is subject to the outcome of an existing process regarding the pricing of services provided by
ATCO 1-Tek.

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.
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4. TXU Europe settlement

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited (*TXU Europe™) which had a long term “off take™ agreement for 27.5% of the power produced by
the 1,000 megawatt Barking generating plant in London, England, in which the Corporation, through Barking
Power, has a 25.5% equity interest. Barking Power had filed a claim for damages for breach of contract related to
TXU Europe’s obligations to purchase 27.5% of the power produced by the Barking generating plant. Following
negotiations with the administrators, an agreement was reached with respect to Barking Power’s claim.

In settlement of its ¢laim, Barking Power received distributions of £144.5 million (approximately $327 million} in
2005, of which the Corporation’s share was $83.1 million, and distributions of £34.8 million (approximately
$71 million) in 2006, of which the Corporation’s share was $18.2 million. Income taxes of approximately
$28.5 million relating to the distributions have been paid.

Based on the foreign currency exchange rate in effect on March 30, 2005, the Corporation’s share of this settlement
is expected to generate eamings after income taxes and non-controlling interests of approximately $35 million,
which will be recognized over the remaining term of the TXU Europe contract to September 30, 2010, at
approximately $35.5 million per year. These eamings will be dependent upon foreign currency exchange rates in
effect at the time that the earnings are recognized.

On May 31, 2007, £95.0 million of the TXU proceeds, of which the Corporation’s share is $52.7 million, were
applied to Barking Power's non-recourse long term debt.

S. Income taxes

On June 15, 2007, an amendment to tax legislation pertaining to the taxation of preferred share dividends paid by
corporations received third reading in the House of Commons. The Canada Revenue Agency (“CRA™) has been
assessing corporate tax returns based on this proposed change since January 1, 2003, resulting in a reduction of taxes
paid to the CRA. As this change is now considered to have been substantively enacted, the Corporation recorded a
reduction to current income tax expense of $19.4 million in the second quarter of 2007, which resulted in increased
eamings of $11.5 million after non-controlling interests. Funds generated by operations increased by $19.4 million,
offset by a similar reduction in changes in non-cash working capital, leaving the Corporation's cash position
unchanged.

In the third quarter of 2006, the CRA issued a reassessment for Alberta Power (2000)’s 2001 taxation year. The
CRA’s reassessment treats the proceeds received from the sale of the FL.LR. Milner generating plant to the Alberta
Balancing Pool as income rather than as a sale of an asset. The Corporation has made submissions to the CRA
opposing the CRA’s position. The full impact of the reassessment was a $12.4 million increase in interest and
income tax expense, a $6.4 million decrease in eamnings after non-controlling interests ($4.2 million recorded in the
second quarter of 2006 and $2.2 million recorded in the third quarter of 2006), and a $28.8 million payment
associated with the tax and interest assessed, paid in the third quarter of 2006. It is expected that $16.4 million of
this cash payment will be recovered by reducing income taxes payable through higher capital cost allowance claims
in future years.
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6. Retained earnings at beginning of period as restated

January 1

2007 2006

Retained earnings at beginning of period as previously reporied
Adjustments to retained earnings to recognize the prior years’ effect of:
(a) the fair value of the natural gas purchase contracts derivative asset (net of

$1,280.4 $1,196.6

income taxes and non-controlling interests) 21.8 -
(b) the fair value of the power generation revenue contract liability associated with

the natural gas purchase contracts derivative asset (net of income taxes and non-

controlling interests) (16.5) -
{(c) the change in method of accounting for long term debt and non-recourse long

term debt at amortized cost using the effective interest method (net of income

taxes and non-controlling interests) (0.5) -
(d) the fair value of receivables (net of income taxes and non-controlling interests) (t.3)

Retained earnings at beginning of period as restated

$1,284.9 $1,196.6

7. Interest and other income

Interest and other income for the three months ended June 30, 2007 includes a loss of $12.8 million related to the
change in fair value of the natural gas purchase contracts derivative asset (see Note 11). This loss is partially offset
by a reduction of $9.9 million to the provision for the associated power generation revenue contract liability.

Interest and other income for the six months ended June 30, 2007 includes a gain of $10.1 million related to the
change in fair value of the natural gas purchase contracts derivative asset (see Note 11). This increase is partially
offset by an additional provision of $6.6 million for the associated power generation revenue contract liability.

8. Non-controlling interests

June 30
2007 2006
Non-controlling interests in Canadian Utilities:
Equity preferred shares
Cumulative Redeemable Preferred Shares, at 4.6% $ 1150 3 -
Cumulative Redeemable Second Preferred Shares, at 5.3% to 6.6% 300.0 426.5
Perpetual Cumulative Second Preferred Shares, at 4.35% to 5.25% 210.0 2100
Class A non-voting and Class B common shares 1,173.8 1,098.8
$1,798.8 $1,7353
Three Months Ended Six Months Ended
June 30 June 30
2007 2006 2007 2006
Non-controlling interests in the earnings of Canadian
Utilities:
Equity preferred share dividends § 8.9 $ 9.0 5 17.7 $17.9
Earnings attributable to Class A non-voting and
Class B common shares 38.8 338 103.1 75.9
$47.7 $42.8 $120.8 $93.8
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8. Non-controlling interests (continued)

On April 18, 2007, CU Inc., a subsidiary corporation of Canadian Ulilities Limited, issued $115.0 million
Cumulative Redeemable Preferred Shares Series 1 at a price of $25.00 per share for cash. The dividend rate has
been fixed at 4.60%. The net proceeds of the issue were used in part to redeem $91.8 million of the outstanding
Cumulative Redeemable Second Preferred Shares Series Q, R and S of ATCO Electric, ATCO Gas and ATCO
Pipelines, subsidiary corporations of CU Inc., that were held by Canadian Utilities Limited.

On May 18, 2007, Canadian Utilities Limited, a subsidiary corporation, redeemed $126.5 million of outstanding
Cumulative Redeemable Second Preferred Shares Series Q, R and S at a price of $25.00 per share plus accrued and
unpaid dividends per share.

9. Long term debt and non-recourse long term debt

The CICA recommendations regarding the measurement of financial liabilities require the financial liabilities to be
measured at initial recognition, including transaction costs, minus principal repayments, plus or minus the
cumulative amortization using the effective interest method of any difference between that initial amount and the
maturity amount, minus any reduction for impairment. Accordingly, deferred financing charges have been
recalculated using the effective interest method. Commencing January 1, 2007, in accordance with CICA
recommendations regarding the presentation of financial liabilities, long term debt and non-recourse long term debt
have been reduced by their respective cumulative unamortized balance of deferred financing charges.

Long term debt

Effective June 30
Interest Rate 2007 2006
CU Inc. debentures — unsecured

2001 4.84% due November 2006 4.977% $ - $ 175.0
2002 4.801% due November 2007 4.913% 50.0 50.0
2000 6.97% due June 2008 7.062% 100.0 100.0
1989 Series 10.20% due November 2009 10.331% 125.0 125.0
1990 Series 11.40% due August 2010 11.537% 125.0 125.0
2000 7.05% due June 2011 7.130% 100.0 100.0
2004 5.096% due November 2014 5.162% 100.0 100.0
2002 6.145% due November 2017 6.217% 150.0 150.0
2004 5.432% due January 2019 5.492% 180.0 180.0
1999 6.8% due August 2019 6.861% 300.0 300.0
1990 Second Series 11.77% due November 2020 11.903% 100.0 100.0
2006 4.801% due November 2021 4.854% 160.0 -
1991 Series 9.92% due April 2022 10.063% 125.0 125.0
1992 Series 9.40% due May 2023 9.511% 100.0 100.0
2004 5.896% due November 2034 5.939% 200.0 200.0
2005 5.183% due November 2035 5.226% 185.0 185.0
2006 5.032% due November 2036 5.072% 160.0 -

CU Inc. other long term obligation, due June 2009,
unsecured 6.000% 4.5 4.5

Canadian Utilities Limited debentures — unsecured
2002 6.14% due November 2012 6.228% 100.0 100.0
Less: Deferred financing charges (12.2) -
2,352.3 2,219.5
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9. Long term debt and non-recourse long term debt (continued)

Long term debt (continued)

Effective June 30
Interest Rate 2007 2006
ATCO Midstream Ltd. credit facility, at BA rates,
due June 2011, unsecured " Floating 25.0 25.0
ATCO Power Canada Lid. credit facility, at BA rates,
due August 2011, secured by a pledge of cash t Floating 22.0 220
ATCO Investments Ltd. term loan on ATCO Centre I,
at BA rates, due March 2010, secured by the building Floating 5.2 5.6
ATCO Structures Inc. revolving loan, at BA rates,
due July 2011, secured by property, plant and equipment (" Floating 36.8 225
ATCO Structures Inc. other long term obligations, at rates of
6.7% to 8.5%, payable in Chilean pesos
(690.0 million CLP (2006 — 608.5 million CLF})) 7.580% 1.4 1.3
ATCO Structures Pty Ltd. revolving loan, at Bank Bill rates,
due July 2012, payable in Australian dollars, secured by
property, plant and equipment
($10.0 million AUD (2006 — $14.5 million AUD)) Floating 9.0 12.0
2,451.7 2,307.9
Less: Amounts due within one year 1.3 1.7
$2,450.4 $2,306.2

Non-recourse long term debt

The CICA recommendations pertaining to financial instruments do not permit the presentation of interest rate swaps
in combination with floating rate long term debt to emulate fixed rate long term debt. Consequently, any of the
Corporation’s floating rate non-recourse long term debt that had previously been presented in combination with
interest rate swaps is now presented exclusive of the effect of the interest rate swaps (see Note 11). The comparative
figures have been restated; this change in presentation had no effect on the amount of the Corporation’s non-

recourse long term debt.

Effective June 30
Project Financing Interest Rate 2007 2006
Barking Power Limited, payable in British pounds:
Term loans, at fixed rates averaging 7.95%, due to 2010
(£20.5 million (2006 — £25.1 million)) 7.95% $ 43.6 $ 518
Term loan, at LIBOR, due to 2010 "
(£9.2 million (2006 — £41.2 million)} Floating 19.9 84.9
Osborne Cogeneration Pty Ltd., payable in Australian dollars:
Term loan, at Bank Bill rates, due to 2013 "
($35.1 million AUD (2006 — $39.4 million AUD)) Floating 31.6 32.7
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9. Long term debt and nen-recourse long term debt (continued)

Non-recourse long term debt {continued)

Effective June 30
Project Financing Interest Rate 2007 2006
ATCO Resources (20%) and Canadian Ulilities (80%3)
ATCO Power Alberta Limited Partnership ("APALP"):
Term loan, at LIBOR, due to 2016 (" Floating @ 108.2 116.7
Joftre:
Term loan, at BA rates, due to 2012 Floating @ 0.6 10.3
Term loan, at LIBOR, due to 2012 Floating @ 1.2 18.4
Notes, at fixed rate of 8.59%, due to 2020 8.845% 40.0 40.0
Scotford:
Term loan, at BA rates, due to 2014 (V Floating @ 5311 54.8
Term facility, at Canadian Prime Advances, due to 2014 (¥ Floating 0.2 0.3
Term loan, at LIBOR, due to 2014 Floating @ 13.4 13.8
Notes, at fixed rate of 7.93%, due to 2022 8.302% 321 33.1
Muskeg River:
Term loan, at BA rates, due to 2014 ! Floating @ 40.6 425
Term facility, at Canadian Prime Advances, due to 2014 (" Floating @ 0.2 0.3
Term loan, at LIBOR, due to 2014 ¥ Floating @ 10.2 10.7
Notes, at fixed rate of 7.56%, due to 2022 7.902% 35.6 37.9
Brighton Beach:
Term loan, at BA rates, due to 2020 " Floating ¥ 24.6 25.8
Term loan, at LIBOR, due to 2020 " Floating ® 22.1 23.1
Construction overrun facility, at BA rates, due to 2020 M Floating @ 6.0 6.3
Construction overrun facility, at LIBOR, due to 2020 Floating @ 5.5 5.7
Notes, at fixed rate of 6,924%, due to 2024 7.025% 133.0 136.5
Cory:
Cost overrun facility, at BA rates, due to 2011 m Floating @ 34 4.2
Notes, at fixed rate of 7.586%, due to 2025 7.872% 450 46.2
Notes, at fixed rate of 7.601%, due to 2026 7.880% 40.0 40.9
Less: Deferred financing charges (9.4) -
700.7 836.9
Less: Amounts due within one year 77.7 59.4
$623.0 $777.5

BA - Bankers’ Acceptance
LIBOR - London Interbank QOffered Rate

n

margin fees are subject to escalation.
2)

13

The above interest rates have additional margin fees at a weighted average rate of 1.1% (2006 — 1.1%). The

Floating interest rates have been partially or completely hedged with interest rate swaps (see Note 11).
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10. Class I and Class 11 shares

There were 51,233,146 (2006 — 52,639,946) Class | Non-Voting shares and 6,935,018 (2006 — 6,960,018) Class 1]
Voting shares outstanding on June 30, 2007. In addition, there were 1,305,800 options to purchase Class I Non-
Voting shares outstanding at June 30, 2007 under the Corporation’s stock option plan. From July 1, 2007, to July
24, 2007, no stock options were granted or cancelled, 8,000 stock options were exercised and 30,000 Class I Non-
Voting shares were purchased under the Corporation’s normal course issuer bid.

The average number of shares used to calculate eamings per share are as follows:

Three Months Ended Six Months Ended
June 30 June 30
2007 2006 2007 2006
Weighted average shares outstanding 58,276,180 59,940,555 58,355,895 59,968,766
Effect of dilutive stock options 700,749 671,312 666,939 691,087
Weighted average dilutive shares outstanding 58,976,929 60,611,867 59,022,834 60,659,853

11. Risk management and financial instruments

The Corporation is exposed to changes in interest rates, commodity prices and foreign currency exchange rates. The
Power Generation segment is affected by the cost of natural gas and the price of electricity in the Province of
Alberta and the United Kingdom and the Global Enterprises segment is affected by the cost of natural gas and the
price of natural gas liquids. In conducling its business, the Corporation may use various instruments, including
forward contracts, swaps and options, to manage the risks arising from fluctuations in exchange rates, interest rates
and commodity prices. All such instruments are used only to manage risk and not for trading purposes.

At June 30, 2007, the following derivative instruments were outstanding: interest rate swaps that hedge interest rate
risk on the variable future cash flows associated with a portion of non-recourse long term debt, foreign currency
forward contracts that hedge foreign currency risk on the future cash flows associated with specific firm
commitments or anticipated transactions and certain natural gas purchase contracts.

The derivative assets and liabilities comprise the following:

June 30
2007

Derivative assels - current:
Interest rate swap agreements $ 06
Derivative assets — non-current.
Natural gas purchase contracts $69.1
Interest rate swap agreements 0.6

$69.7
Derivative liabilities — current:
Interest rate swap agreements 1.2
Derivative liabilities — non-current:
Interest rate swap agreements $23
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11, Risk management and financial instruments (continued)

Interest rate risk

The Corporation has converted variable rate non-recourse long term debt to fixed rate debt through the following
interest rate swap agreements:

Swap Fixed Notional Principal
Project Interest Variable Debt Maturity June 30
Financing Rate Interest Rate Date 2007 2006
Osborne:
($33.3 million AUD (2006 ~ Bank Bili Rate
$37.4 million AUD)) 7.3325% in Australia December 2013 $30.1 $31.0
APALP: 7.54% 90 day BA November 2008 24 4.0
7.317% 90 day BA December 2008 34 5.6
7.50% 6 month LIBOR  December 2011 98.7 107.1
Joffre: 7.286% 90 day BA September 2012 274 326
Scotford: 5.2i2% 90 day BA September 2008 64.5 70.9
Muskeg River: 5.287% 90 day BA December 2007 49.8 533
Brighton Beach: 5.8367% 90 day BA June 2009 10.9 11.5
6.575% 90 day BA March 2019 44,0 46.3
Cory: 6.346% 90 day BA June 2011 3.0 3.8
$334.2 $366.1

BA — Bankers® Acceptance
LIBOR - London Interbank Offered Rate

' The above swap fixed interest rates include any long term debt margin fees; the margin fees are subject to
escalation (Note 9).

The Corporation has fixed interest rates, either directly or through interest rate swap agreements, on 97% (2006 —
94%) of total long term debt and non-recourse long term debt.

Foreign currency exchange rate risk

The Corporation has exposure to changes in the carrying values of its foreign operations, including assets and
liabilities, as a result of changes in exchange rates. Gains or losses on translation of self-sustaining foreign
operatiens are included in the foreign currency translation adjustment account in accumulated other comprehensive
income. Gains or losses on translation of integrated foreign operations are recognized in earnings.

The Corporation has entered into foreign currency forward contracts in order to fix the exchange rate on certain
planned equipment expenditures and operational cash flows denominated in U.S. dollars and Euros. At
June 30, 2007, the contracts consist of purchases of $13.6 million U.S. (2006 — $2.3 million U.S.}, sales of
$0.7 million U.S. (2006 — $8.0 million U.S.) and no sales of Euros (2006 — 1.7 million Euros).

Natural gas purchase contracts and associated power generation revenue contract liahility

The Corporation has long term contracts for the supply of natural gas for certain of its power generation projects.
Under the terms of certain of these contracts, the volume of natural gas that the Corporation is entitled to take is in
excess of the natural gas required to generate power. As the excess volume of natural gas can be sold, the
Corporation is required to designate these entire contracts as derivative instruments. The Corporation recognized a
non-current derivative asset of $59.0 million on January 1, 2007; thereafter, the Corporation will record mark-to-
market adjustments through earnings as the fair values of these contracts change with changes in future natural gas
prices. These natural gas purchase contracts mature in November 2014,
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11. Risk management and financial instruments (continued)

As all but the excess volume of natural gas is committed to the Corporation’s power generation obligations, the
Corporation could not recognize the entire fair values of these natural gas purchase contracts in its revenues.
Consequently, on January 1, 2007, the Corporation recognized a provision for a power generation revenue contract
in the amount of $44.8 million; thereafter, the Corporation will record adjustments to the power generation revenue
contract liability concurrently with the mark-to-market adjustments for the natural gas purchase contracts derivative
asset. This power generation revenue contract liability is included in deferred credits in the consolidated balance
sheet.

The mark-to-market adjustment for the derivative asset and the corresponding adjustment for the associated power
generation revenue contract liability decreased earnings by $1.0 million, net of income taxes and non-controlling
interests, for the three months ended June 30, 2007 and increased earnings by $1.3 million, net of income taxes and
non-controlling interests, for the six months ended June 30, 2007.

Credit risk

For cash and short term investments and accounts receivable, credit risk represents the carrying amount on the
consolidated balance sheet. Accounts receivable credit risk is reduced by a large and diversified customer base,
requirement of letters of credit, and, for regulated operations other than Alberta Power (2000}, the ability to recover
an estimate for doubtful accounts through approved customer rates.

Derivative credit risk arises from the possibility that a counterparty to a contract fails to perform according to the
terms and conditions of that contract, Derivative credit risk is minimized by dealing with large, credit-worthy
counterparties in accordance with established credit approval policies.

Fair value of non-derivative financial instruments

The carrying values and fair values of the Corporation’s non-derivative financial instruments are as follows:

June 30
2007 2006
Carrying Fair Carrying Fair
Value Value Value Value

Assets

Cash and short term investments ‘" $ 9080 $ 908.0 $ 993.1 $ 993.1
Accounts receivable ¥ 384.6 384.6 316.8 316.8
Liabilities

Bank indebtedness @ 18.5 18.5 13.1 13.1
Accounts payable and accrued liabilities @ 420.6 420.6 356.8 356.8
Long term debt ¥ 2,451.7 2,713.6 2,307.9 2,595.0
Non-recourse long term debt 700.7 736.9 836.9 870.1
Preferred shares ¥ 150.0 163.1 150.0 169.8

M Recorded at cost. Fair value approximates the carrying amounts due to the short term nature of the financial

instruments and negligible credit losses.

Recorded at cost. Fair value approximates the carrying amounts due to the short term nature of the financial
instruments.

Recorded at amortized cost. Fair values are determined using quoted market prices for the same or similar
issues. Where the market prices are not available, fair values are estimated using discounted cash flow
analysis based on the Corporation’s current borrowing rate for similar borrowing arrangements.

Recorded at cost. Fair values are determined using quoted market prices for the same or similar issues.

2)

3

)
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11,

Risk management and financial instruments (continued)

Fair value of derivative financial instruments

The fair values of the Corporation’s derivative financial instruments are as follows:

June 30
2007 2006
Fair Value Fair Value
Notional Receivable Notional Receivable
Principal " (Payable)®  Maturity  Principal "’ (Payable) ™ Maturity
Interest rate swaps $334.2 $(2.3) 2007-2019 $3066.1 $(4.2) 2007-2019
Foreign currency
forward contracts $ 154 - 2007-2008 5139 (0.2)  2006-2007
Natural gas purchase
contracts N/A® $69.1 2014 N/A® N/A® N/A@

fi}

2}

3}

1}

12.

The notional principal is not recorded in the consolidated financial statements as it does not represent amounts
that are exchanged by the counterparties.

The notional amount for the natural gas purchase contracts is the maximum volumes that can be purchased
over the terms of the contracts.

Fair values for the interest rate swaps and the foreign currency forward contracis have been estimated using
period-end market rates, and jair values for the natural gas purchase contracts have been esiimated using
period-end forward market prices for natural gas. These fair values approximate the amount that the
Corporation would either pay or receive 1o settle the contract at June 30.

In accordance with the CICA recommendations for financial instruments, disclosures not required in financial
statements for periods prior to January 1, 2007 need not be provided on a comparative basis.

Other comprehensive income

Other comprehensive income (“OCI”) of the Corporation is comprised of three components: the unrealized gains
and losses on effective cash flow hedging instruments, the unrealized gains and losses on financial assets that are
available for sale, and the foreign currency translation adjustment relating to self-sustaining foreign operations.
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12. Other comprehensive income (continued)

Changes in the components of accumulated OCI are summarized below:

Three Months Ended Six Months Ended
June 30 June 30
2007 2006 2007 2006
Accumulated OCI at beginning of period:
Cash flow hedge losses $ (4.6) 5 - $ - $ -
Financial assets available for sale @ 0.1 - -
Foreign currency translation adjustment 1.2 (16.0) 0.5 (14.9)
(3.3) (16.0) 0.5 (14.9)
Adjustment to accumulated OCI at beginning of period
due to change in method o(f accounting for:
Cash flow hedge losses R - - (5.0) -
Financial assets available for sale - - 0.1 -
R R 4.9) .
OCI for the period:
Changes in fair values of cash flow hedges ©! 23 - 2.6 -
Transfers of cash flow hedge losses to earnings ¥ - - 0.1 -
2.3 - 2.7 -
Foreign currency translation adjustment ‘© (10.6) - 9.9) (L1)
(8.3) - (7.2) (1.1}
Accumulated OCI at end ?f period:
Cash flow hedge losses " 2.3 - 2.3 -
Financial assets available for sale @ 0.1 - 0.1 -
Foreign currency translation adjustment (9.4) (16.0) (9.4) (16.0)
S(L6) _ §(16.0) S(1.6)  $(16.0)

1}
2
6]

Net of income taxes and non-controlling interests of nil,

88.8 million, respectively.
4

(5

(8}

$6.4 million and nil, respectively.
)

8.

13. Employee future bencfits

Ner of income taxes of $3.5 million and non-controlling interests of $3.3 million.

Net of income taxes of $3.5 million and non-controlling interests of 33.6 million.

Net of income 1axes of 3(1.8) million and non-controlling interests of $(1.5) million, respectively, and income
taxes of 3(1.8) million and non-controlling interests of 3(1.8) million, respectively.

Net of non-controlling interests of 36.6 million and nil, respectively, and non-controlling interests of

Net of income taxes of $(1.7) million and non-controlling interests of $1.8 million.
Net of non-controlling interests of $4.9 million and 88.8 million, respectively.

Net of non-controlling interests of 8(1.7) million and §8.8 million, respectively, and 3(1.5) million and

In the three months ended June 30, 2007, net expense of $4.3 million (2006 — $4.5 million) was recognized for
pension benefit plans and net expense of $1.5 million {2006 — $1.3 million) was recognized for other post

employment benefit plans.

In the six months ended June 30, 2007, net expense of $8.7 million (2006 — $10.0 million) was recognized for
pension benefit plans and net expense of $2.8 million (2006 — $2.6 million) was recognized for other post

employment benefit plans.
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14. Segmented information

Segmented results — Three months ended June 30

2007 Power Global Corporate Intersegment
2006 Utilities  Generation  Enterprises  Industrials and Other Eliminations  Consolidated
(Unaudited}
Revenues — external § 264.6 $ 1871 $118.0 $120.8 $ 1.2 s - 5 691.7
$ 2401 § 1920 142, $ 80.2 $ 1.0 3 - $ 655.4
Revenues — 6.1 - 30.1 0.1 32 (39.5) -
intersegment ! 6.2 - 311 - 3.1 (404) -
Revenues § 270.7 s 1871 $148.1 $120.9 $ 44 5 (39.5) § 691.7
$ 2463 $ 1920 $173.2 $ 80.2 $ 4.1 $ (409 $ 6554
Eamings attributable
to Class [ and S 149 $ 155 § 97 $ 124 5 34 $ (0.6) $ 553
Class II shares $§ 93 § 157 $ 148 $ 6.0 $ (1L.0) $ (1.2} $ 436
Segmented results — Six months ended June 30
2007 Power Global Corporale Intersegment
2006 Utilitics  Generation  Enterprises  Industrials and Other Eliminations  Consolidated
(Unaudited)
Revenues — external 3 603.0 § 405.8 $269.2 $240.9 § 24 b - $1,521.3
$ 562.8 $ 3924 $269.2 $161.7 £ 20 b - $1,388.1
Revenues — 124 - 60.8 0.1 6.4 (79.7 -
intersegment ") 12.2 - 58.1 - 6.4 (76.7) -
Revenues § 6154 $ 405.8 $330.0 $241.0 5 88 $ (79.7) $1,521.3
$ 5750 $ 3924 $3271.3 $161.7 $ 84 3 (76.7) $1,388.1
Eamnings attributable
to Class | and 5 406 S 400 $ 322 $ 215 $ 39 $ (L3) $ 1369
Class I shares § 0.2 F 300 $ 267 5118 $104 $ (2.5 $ 106.6
Total assets $3,842.7 §2,448.0 5$237.8 $320.8 $699.0 $216.5 $7.764.8
$3,566.5 $2,419.7 $287.9 $260.5 $805.8 $123.1 $7,463.5
Allocation of § 465 $ 24 $ 16 5 - 5 - 5 - $ 712
goodwill $ 465 $ 231 § 1.6 § - § - $ - $ 712
) Intersegment revenues are recognized on the basis of prevailing market or regulated prices.
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ATCO Ltd,

MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS (“MD&A™)

The following discussion and analysis of financial condition and resulis of operations of ATCO Ltd. (the
“Corporation™) should be read in conjunction with the Corporation’s unaudited interim consolidated financial
statements for the six months ended June 30, 2007, and the audited consolidated financial statemenis and
management’s discussion and analysis of financial condition and results of operations for the year ended December
31, 2006 (2006 MD&A™). Information contained in the 2006 MD&A that is not discussed in this document
remains substantially unchanged. Additional information relating to the Corporation, including the Corporation’s
Annual Information Form, is available on SEDAR at www.sedar.com.

The equity securities of the Corporation consist of Class I Non-Voting Shares (“Class | shares™) and Class [ Voting
Shares (“Class I shares”™).

The consolidated financial statements include the accounts of ATCO Lid. and all of its subsidiaries. The principal
subsidiaries are Canadian Ulilities Limited (“Canadian Utilities”), of which ATCO Ltd. owns 40.5% of the Class A
non-voting shares and 74.5% of the Class B common shares, for an aggregate ownership of 52.4%, and ATCO
Structures Inc. (“ATCO Structures™}, ATCO Noise Management Ltd. (“ATCO Noise Management™) and ATCO
Resources Ltd. (*“ATCO Resources™}, of which ATCO Ltd. owns 100% of the Class A non-voting and Class B
common shares. Canadian Ultilities has published its unaudited consolidated financial statements and its MD&A for
the six months ended June 30, 2007. Copies of these documents may be obtained upon request from the Corporate
Secretary of Canadian Utilities at 1400 ATCO Centre, 909-11™ Avenue S.W., Calgary, Alberta T2R 1N6 (telephone
(403) 292-7500 or fax (403) 292-7623).

TABLE OF CONTENTS
Page

Forward-LooKing INfOTMation. ... iioreirireneirerseerneresiniss et sressessae st sesessestesbeesseteassesanesnenneansonessessuesensnsensasenson 3
Non-GAAP Financial MEasures ..ot et sttt s bt ann s s on s e r s 3
Internal Control Over Financial REPOTHNG ... e i s 3
Busingss 0f the COrPOTAtION. .....ccocoiiiii ettt bbb bbb e ne bbb e s 3
Natural Gas Purchase Contracts and Associated Power Generation Revenue Contract Liability ... 3
SAIE Of PO PETEY .t irerei e resni et reee et s e b es e e r e b et e R e e s E e e e R e b SR e Re R RE e £ eR e e R R £n R e R e nhen R e nr et nRe R renrene 4
TXU Europe Settlement ... e e e e ehea JS SRR 4
H.R. Milner Income Tax REASSESSINMENL. ......ccviviriireriiirscintiestrs e e e smssess e sm e escsrene e e arebes st s renssees s e snsrensesranssess 4
2007 Change in the Taxation of Preferred Share Dividends............oocvcievriesiermriresene e e eee e erers e sras g enens 5
2006 Changes in Income Taxes and RALES ...t s e e e e er s 5
Selected QUarterly INTOITNALION ...c..cucvi e rieeriesreereesiesierinrent e ree s reeses e e e sesresrassasrbessessnesnesnesesvessnesnsentinsenserestaens 6
RESUIS Of OPEIALIONS. ...coviieiir ittt bbb bbb bt bt h e bR s bbbttt 6
Consolidated OPerations ... e bt ea Rt eR R n e 7
Sepmented INTOMMATION ...tk re s d e m bt s st 4 ra e b e bttt s b e sa s s 10
UBIUES oottt e e et bR RS R R R S R R 1
POWET GENETALION ....iuiieiie ittt bbbt d bbbt bbb b ra bbb eb i nb bbb e bt il
GRODEA] ETHEIPIISES oottt ettt ettt e e as et e m e e eae s e s aetameeesmeoe e see e E et anseesme e aes £ s et enn s nee et en 13
IRAUSTIIAIS. ... ettt bbb e b e bbb R bbb 15
Corporate AN OTRET ..ottt ettt b e e et et e aenene s 16
REBUIAIOTY MIALETS .....ooeieieic et e st ree s s e s st e b s s e s e baas e beeRes5 e e s e e R e S e An e b S e b e aRe 6 0bssebassmeabsssn e neenearasen 17
ATCO EIBCITIC . vviviriviiriistcrirstsrini it rssir s is s ers bt s b et esens 1828 en e e e n s s e e e en s en e s nrnnenes 17
ATCO GAS 1ottt st es b8 bbbttt £ h SR8 e € h AR et 18
ATCO PIPEHMES ... et ee v st e e e s e e s e se e e v ar e saestsrnann enren 19
Liquidity and Capital RESOUTCES...c.iiiivvirrimitiriiririisesiesiasie s crtarseasrassste s sssessesnssnsessestersesasessesiersassseessrssnnsinsn 19
Outstanding SHare Data ........c.ocoiiiiiie ettt rre et e st s re s sr e b eseresra b e nes ke b raeresa e ereteue b ene anta 22
BUSINESS RISKS ..o e e st en e 22
EnVITONMENEAl MIAIIETS .....oorr i es et et rr s s st esaeaaar et eaebane e s reaa e s o eaeaae e arsssbase st anssinasnresran 22
ReEBUIALEA OPEIatiONS... .ot bbb bbb bbb bbbt e bbb eat s bt e s 22
INOM-REGUIAEA OPEIALIOMS. ...vireeicnsiireiisie et sratt bbb et e s bt e st sk et bt o4 14 bb e 4 emte s am et s ee e s ot mme e st enen 25
Critical ACCOUNUNE ESHIMALES ..o..ooiviieti ettt ettt st r s es st e e st st eme e s et es e et e srse e s st snseeras 26
Changes in ACCOUNUINE POLICIES .......ooiiiiieiicac s e et st st ea e st e s 28




FORWARD-LOOKING INFORMATION

Certain statements contained in this MD&A constitute forward-looking statements. Forward-looking statements are
often, but not always, identified by the use of words such as “anticipate”, “plan”, “estimate”, “expect”, “may”,
“will”, “intend”, “should”, and similar expressions. These statements involve known and unknown risks,
uncertainties and other factors that may cause actual results or events to differ materially from those anticipated in
such forward-looking statements. The Corporation believes that the expectations reflected in the forward-looking
statements are reasonable, but no assurance can be given that these expectations will prove to be correct and such

forward-looking statements should not be unduly relied upon.

In particular, this MD&A contains forward-looking statements pertaining to contractual obligations, planned capital
expenditures, the impact of changes in government regulation, non-regulated generating capacity subject to long
term contracts and Industrials segment market developmenis. The Corporation’s actual results could differ
materially from those anticipated in these forward-looking statements as a result of regulatory decisions, competitive
factors in the industries in which the Corporation operates, prevailing economic conditions, and other factors, many
of which are beyond the control of the Corporation.

NON-GAAP FINANCIAL MEASURES

In this MD&A, reference is made to funds generated by operations, which is a measure that does not have a
standardized meaning under Canadian generally accepted accounting principles (“GAAP™). Funds generated by
operations is calculated on the Corporation’s consolidated statement of cash flows from operating activities befere
changes in non-cash working capital. In the Corporation’s opinion, funds generated by operations is a significant
petformance indicator of the Corporation’s ability to generate cash flow to fund its capital expenditures.

INTERNAL CONTROL OVER FINANCIAL REPORTING

There were no changes in the Corporation’s internal control over financial reporting that occurred during the three
menths ended June 30, 2007, that have materially affected, or are reasonably likely to materially affect, the
Corporation’s internal control over financial reporting,

BUSINESS OF THE CORPORATION

The Corporation’s financial statements are consolidated from three Business Groups: Utilities, Power Generation
and Global Enterprises. For the purposes of financial disclosure, industrial transactions (ATCO Structures and
ATCO Noise Management) are accounted for as Industrials and corporate transactions (including commercial real
estate transactions) are accounted for as Corporate and Other (refer to Note 14 to the unaudited interim consolidated
financial statements for the six months ended June 30, 2007). Transactions between Business Groups are eliminated
in all reporting of the Corporation’s consolidated financial information.

NATURAL GAS PURCHASE CONTRACTS AND ASSOCIATED POWER GENERATION REVENUE
CONTRACT LIABILITY

The Corporation has long term contracts for the supply of natural gas for certain of its power generation projects.
Under the terms of certain of these contracts, the volume of natural gas that the Corporation is entitled to take is in
excess of the natural gas required to generate power. As the excess volume of natural gas can be sold, the
Corporation is required to designate these entire contracts as derivative instruments. The Corporation recognized a
non-current derivative asset of $59.0 million on January 1, 2007; thereafter, the Corporation will record mark-to-
market adjustments through earnings as the fair values of these contracts change with changes in future natural gas
prices. These natural gas purchase contracts mature in November 2014.
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As all but the excess volume of natural gas is committed to the Corporation’s power generation cbligations, the
Corporation could not recognize the entire fair values of these natural gas purchase contracts in its revenues.
Consequently, on January 1, 2007, the Corporation recognized a provision for a power generation revenue contract
in the amount of $44.8 million; thereafter, the Corporation will record adjustments to the power generation revenue
contract liability concurrently with the mark-to-market adjustments for the natural gas purchase contracts derivative
asset. This power generation revenue contract liability is included in deferred credits in the consolidated balance
sheet.

The mark-te-market adjustment for the derivative asset and the correspending adjustment for the associated power
generation revenue contract liability decreased eamings by $1.0 miltion, net of income taxes and non-controlling
interests, for the three months ended June 30, 2007, and increased earnings by $1.3 million, net of income taxes and
non-controlling interests, for the six months ended June 30, 2007 (“Mark-to-Market Adjustment”).

SALE OF PROPERTY

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta (“Sale of Property™).
Net proceeds, after costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This
sale increased earnings for the six months ended June 30, 2006, by $11.7 mitlion.

TXU EUROPE SETTLEMENT

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited (“TXU Europe™) which had a long term “off take” agreement for 27.5% of the power produced by
the 1,000 megawatt Barking generating plant in London, England, in which the Corporation, through Barking Power
Limited (“Barking Powet™), has a 25.5% equity interest, Barking Power had filed a claim for damages for breach of
contract related to TXU Europe’s obligations to purchase 27.5% of the power produced by the Barking generating
plant. Following negotiations with the administrators, an agreement was reached with respect to Barking Power’s
claim.

In settlement of its claim, Barking Power received distributions of £144.5 million (approximately $327 million} in
2005, of which the Corporation’s share was $83.1 million, and distributions of £34.8 million (approximately $71
million) in 2006, of which the Corporation’s share was $18.2 million. Income taxes of approximately $28.5 million
relating to the distributions have been paid.

Based on the foreign currency exchange rate in effect on March 30, 2005, the Corporation’s share of this settlement
is expected to generale eamnings after income taxes and non-controlling interests of approximately $35 million,
which will be recognized over the remaining term of the TXU Europe contract to September 30, 2010, at
approximately $5.5 million per year. These earnings will be dependent upon foreign currency exchange rates in
effect at the time that the earnings are recognized.

On May 31, 2007, £95.0 million of the TXU proceeds (of which the Corporation’s share is $52.7 million), were
applied to Barking Power’s non-recourse long term debt.

H.R. MILNER INCOME TAX REASSESSMENT

In the third quarter of 2006, the Canada Revenue Agency (“CRA™} issued a reassessment for Alberta Power
(2000)’s 2001 taxation year. The CRA’s reassessment treats the proceeds received from the sale of the H.R. Milner
generating plant to the Alberta Balancing Pool as income rather than as a sale of an asset. The Corporation has
made submissions to the CRA opposing the CRA’s position. The full impact of the reassessment was a $12.4
million increase in interest and income tax expense, a $6.4 million decrease in earnings after non-controlling
interests ($4.2 million recorded in the second quarter of 2006 and $2.2 million recorded in the third quarter of 2006),
and a $28.8 million payment associated with the 1ax and interest assessed, paid in the third quarter of 2006. It is
expected that $16.4 million of this cash payment will be recovered by reducing income taxes payable through higher
capita) cost allowance claims in future years.
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2007 CHANGE IN THE TAXATION OF PREFERRED SHARE DIVIDENDS

On June 15, 2007, an amendment to tax legislation pertaining to the taxation of preferred share dividends paid by
corporations received third reading in the House of Commons. This change pertains to taxes paid by corporations
that pay dividends on taxable preferred shares (Part V1.1 tax). Prior to this change, corporations that paid Part V1.1
tax were entitled to an income tax deduction equal to 9/4ths of the Part VL1 tax paid. This deduction was increased
to 9/3rds of the Part VI.1 tax paid effective January 1, 2003. The CRA has been assessing corporate tax returns
based on this proposed change since January 1, 2003, resulting in a reduction of taxes paid to the CRA, As this
change is now considered to have been substantively enacted, the Corporation recorded a reduction to current
income tax expense of $19.4 million in the second quarter of 2007, which resulted in increased eamings of $11.5
million after non-controlling interests. Funds generated by operations increased by $19.4 million, offset by a similar
reduction in changes in non-cash working capital, leaving the Corporation’s cash position unchanged (“Part V1.1
Tax Adjustment™).

The earnings impact of the Part V1.1 Tax Adjustment by Business Group is as follows:

Years Prior First Quarter

to 2007 of 2007 Total

(3 Millions)

UBTHEES ..ot ee e ettt s s st ra b re s rs st ab et 2.2 0.1 23
Power GENEAtION ...c..coivvreerieeirerecnescriearesnnesrssesseenerssesseessnnes 0.7 - 0.7
Global EnterpriSes ....cooovimievniriniiniinise s s 0.7 - 0.7
INAUSTTIALS 1ovvriirir ettt tesreree s sienssrsrr s rrresere s eee e abe s smeneameeens - - -
Corporate and Other ..o e 7.3 0.5 7.8
TOTAL 1 vivivirieiesicsti vttt st v e s e sreesreereersebesesres e erneeteett et e nnenasans 10.9 0.6 11.5

2006 CHANGES IN INCOME TAXES AND RATES

In 2006, Federal and provincial governments announced a number of changes to income taxes and rates. As a result
of these changes, the Corporation made an adjustment to income taxes amounting to $14.9 million in the second
quarter of 2006, most of which related to future income taxes. The adjustment increased 2006 earnings by $9.3
million after non-controlling interests, of which $1.0 million related to the Utilities Business Group, $5.0 million to
the Power Generation Business Group, $1.2 million to the Global Enterprises Business Group, $2.4 million to the
Industrials segment, and $(0.3) million to Corporate and Other.
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SELECTED QUARTERLY INFORMATION

For the Three Months Ended

{$ Millions except per share data) Mar.31  Jun. 30 Sep. 30 Dec. 31
(unaudited)
2007 (1) (2)
REVEINUES. ....cviiecrei et 829.6 691.7
Earnings attributable to Class I and Class Il shares............ccocoovnnn Bl1.6 553 s e
Earnings per Class I and Class Il share..........cvinniinnn 1.40 095
Diluted earnings per Class I and Class Il share ..., 1.38 094 s
2006 (1) (2)
REVENUES. ..o s 732.7 6554 663.4 809.4
Earnings attributable to Class I and Class 1I shares (3) ..o 63.0 43.6 44 4 56.0
Earnings per Class [ and Class 1] share (3) ..o 1.05 0.73 0.75 0.95
Diluted earnings per Class [ and Class 1l share (3)....cccocoeninninnn 1.04 0.72 0.74 0.95
2005 (1)(2)
REEVEIILES ...veeieieivereee et e e et e e e s st e st sme s e e b insans sorserbosbonins sienseniaienis 626.0 788.5
Eamings attributable to Class | and Class II Shares........coooivii coieiciiies s 26.1 52.2
Eamings per Class | and Class H share...............cociiinninn v o 0.44 0.87
Diluted earnings per Class I and Class I Share ... viiniieins covivineeines 0.43 0.86
Notes:

(1} There were no discontinued operations or extraordinary items during these periods.

(2} Due to the seasonal nature of the Corporation's operations, changes in electricily prices in Alberta, the timing
and demand of natural gas storage capacity sold, changes in natural gas storage fees and the timing of rate
decisions, revenues and earnings for any quarter are not necessarily indicative of operations on an annual
basis.

(3) Includes earnings of $11.7 million ($0.20 per share) from the Sale of Property for the three months ended
March 31, 2006.

(4) The above data has been extracted from the financial statements which have been prepared in accordance with
Canadian generally accepted accounting principles and the reporiing currency is the Canadian dollar.

RESULTS OF OPERATIONS
The principal factors that have caused variations in revenues and earnings over the eight most recently completed
quarters necessary to understand general trends that have developed and the seasonality of the businesses disclosed

in the 2006 MD&A remain substantially unchanged, except for the impact of the 2007 change in the taxation of
preferred share dividends.
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Consolidated Operations

Revenues, earnings attributable to Class I and Class II shares, and earnings and diluted earnings per share were as

follows:
For the Three For the Six
Months Ended Months Ended
June 30 June 30
($ Millions, except per share data) 2007 2006 2007 2006
(unaudited)
Revenues (1) (2) v is e s sae e e n e rene s 691.7 6554 1,521.3 1,388.1
Earnings attributable to Class [ and Class 1I shares (1) (2) (3).......... 55.3 43.6 136.9 106.6
Earnings per Class I share and Class II share (1) 2) (3} ..o 0.95 0.73 235 1.78
Diluted eamnings per Class [ share and Class II share (1) (2} (3)....... 0.94 0.72 .32 1.76
Notes:

{1} There were no discontinued operations or extraordinary items during these periods,

{2) Due to the seasonal nature of the Corporation’s operations, changes in electricity prices in Alberta, the timing
and demand of natural gas storage capacity sold, changes in natural gas storage fees and the timing of rate
decisions, revenues and earnings for any quarter are not necessarily indicative of operations on an annual
basis.

(3) Includes earnings of $11.7 million (80.20 per share) from the Sale of Property for the six months ended June
30, 2006.

{4) The above data has been extracted from the financial statements which have been prepared in accordance with
Canadian generally accepted accounting principles and the reporting currency is the Canadian dollar.

Revenues for the three months ended June 30, 2007, tncreased by $36.3 million to $691.7 million, primarily due to:

increased business activity in ATCO Structures;,

impact of 2007 interim customer rate increases for ATCO Electric approved by the Alberta Energy and
Utitities Board (*AEUB™) in December 2006 (refer to Regulatory Matters — ATCO Electric section);

colder temperatures, customer growth and higher sales per customer in ATCO Gas; and

higher franchise fees collected by ATCO Gas on behalf of cities and municipalities.

This increase was partially offset by:

lower natural gas liquids (“NGL”) revenue due to lower prices and volumes of natural gas purchased and
resold on a “no-margin” basis, lower prices and volumes of natural gas processed for NGL extraction, and
the timing and demand of natural gas storage capacity sold and lower storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Operations — ATCO Midstream section);

lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s United Kingdom
(“U.K.”™) operations; and

impact of one-time customer rate adjustments approved by the AEUB in the ATCO Gas General Rate
Application (“GRA")} Decision recorded in the second quarter of 2006 (refer to Regulatory Matters —
ATCO Gas section).

Revenues for the six months ended June 30, 2007, increased by $133.2 million to $1,521.3 million, primarily due

to:

increased business activity in ATCO Structures;

the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Operations — ATCO Midstream section);

impact of 2007 interim customer rate increases for ATCO Electric approved by the AEUB in December
2006 (refer to Regulatory Matters — ATCO Electric section);

colder temperatures, customer growth and higher sales per customer in ATCO Gas; and

impact of higher U.K. exchange rates on conversion of revenues to Canadian dollars in ATCO Power’s
U.K. operations.
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This increase was partially offset by:

lower NGL revenue due to lower prices and volumes of natural gas purchased and resold on a “no-margin”
basis and lower prices and volumes of natural gas processed for NGL extraction in ATCO Midstream;
lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power's U.K. operations; and
impact of one-time customer rate adjustments approved by the AEUB in the ATCO Gas GRA Decision
recorded in the second quarter of 2006 (refer to Regulatory Matters — ATCO Gas section).

Earnings attributable to Class 1 and Class 11 shares for the three months ended June 30, 2007, increased by
$11.7 million ($0.22 per share) to $55.3 million ($0.95 per share), primarily due to:

increased business activity in ATCO Structures;

$11.5 million Pant VI.) Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share
Dividends section);

colder temperatures, customer growth and higher sales per customer in ATCO Gas; and

H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

This increase was partially offset by:

$9.3 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section),

the timing and demand for natural gas storage capacity sold, lower storage fees and lower volumes and
margins for NGL in ATCO Midstream (refer to Business Risks — Non-Regulated Operations — ATCO
Midstream section);

higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008
customer rates (refer to Regulatory Matters — ATCO Electric section); and

higher cperating and maintenance expenses and depreciation expenses in ATCO Gas due to customer
growth and increased capital expenditures.

Earnings attributable to Class 1 and Class 11 shares for the six months ended June 30, 2007, were $136.9 million
($2.35 per share), compared to $106.6 million in 2006, including the $11.7 million after tax gain on Sale of
Property in 2006, an increase of $30.3 million ($0.57 per share).

Earnings attributable to Class 1 and Class 11 shares for the six months ended June 30, 2007, were $136.9 million
($2.35 per share), compared to $94.9 million in 2006, excluding the $11.7 million after tax gain on Sale of Property
in 2006, an increase of $42.0 million {$0.77 per share), primarily due to:

increased business activity in ATCO Structures;

$11.5 million Part VI.I Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share
Dividends section);

colder temperatures, customer growth and higher sales per customer in ATCO Gas;

the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Qperations - ATCO Midstream section); and

H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

This increase was partially offset by:

$9.3 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section};

higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008
customer rates (refer to Regulatory Matters — ATCO Electric section);

higher operating and maintenance expenses and depreciation expenses in ATCO Gas due to customer
growth and increased capital expenditures;

increased share appreciation rights expense due to changes in Canadian Utilities Limited Class A non-
voting share and ATCO Ltd. Class 1 share prices since December 2006; and

lower volumes and margins for NGL in ATCO Midstream (refer to Business Risks — Non-Regulated
Operations — ATCO Midstream section).
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Operating expenses (consisting of natural gas supply, purchased power, operation and maintenance, selling and
administrative and franchise fee costs) for the three and six months ended June 30, 2007, increased by $41.4 million
to $438.6 million, and by $75.0 million to $900.1 million, respectively, primarily due to:
s increased business activity in ATCO Structures;
* higher franchise fees collected by ATCO Gas on behalf of cities and municipalities;
s higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008
customer rates (refer to Regulatory Matters — ATCO Electric section); and
s higher operating and maintenance expenses in ATCO Gas due to customer growth and increased capital
expenditures.

This increase was partially offset by:
s lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s U.K. operations; and
» lower prices and volumes of natural gas purchased and resold on a “no-margin” basis for NGL extraction in
ATCO Midstream.

Depreciation and amortization expenses for the three and six months ended June 30, 2007, decreased by $7.9
million to $90.6 million, and by $1.9 million to $190.7 million, respectively, primarily due to:
s one-time amortization charge of certain deferred items approved by the AEUB in the ATCO Gas GRA
Decision recorded in the second quarter of 2006,

This decrease was partially offset by:
e capital additions in 2007 and 2006.

Interest expense for the three and six months ended June 30, 2007, decreased by $6.8 million to $57.1 million and
by $5.5 million to $115.0 million, respectively, primarily due to:

¢ repayment of non-recourse financings in 2007 and 2006; and

¢ H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

This decrease was partially offset by:
* interest on new financings issued in 2006 to fund capital expenditures in Utilities operations,

Interest and other income for the three months ended June 30, 2007, decreased by $1.3 million to $14.0 million,
primarily due to:
e  Mark-to-Market Adjustment (refer to Natural Gas Purchase Contracts and Associated Power Generation
Revenue Contract Liability section).

Interest and other income for the six months ended June 30, 2007, increased by $10.9 million to $36.5 million,
primarily due to:
¢ higher short term interest rates on cash investments; and
¢ Mark-to-Market Adjustment (refer to Natural Gas Purchase Contracts and Associated Power Generation
Revenue Contract Liability section).

Income taxes for the three months ended June 30, 2007, decreased by $8.3 million to $14.3 million, primarily due
to:
e $11.5 million Part VI.1 Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share
Dividends section); and
e H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

This decrease was partially offset by:
» higher eamnings; and
¢  $9.3 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section).

Income taxes for the six months ended June 30, 2007, including the $2.6 million in income taxes resulting from the
Sale of Property in 2006, increased by $4.9 million.
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Income taxes for the six months ended June 30, 2007, excluding the $2.6 million in income taxes resulting from the
Sale of Property in 2006, increased by $7.5 million, primarily due to:
e higher earnings; and
e $9.3 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section).

This increase was partially offset by:
¢ $11.5 million Part V1.1 Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share
Dividends section); and
+ H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section}.

The interests of non-controlling share owners for the three and six months ended June 30, 2007, increased by
$4.9 million 10 $47.7 million, and by $27.0 million to $120.8 million, respectively, primarily due to:
¢ higher earnings in Canadian Utilities.

Segmented Information

Segmented revenues for the three and six months ended June 30, 2007, were as follows:

For the Three For the Six
Months Ended Months Ended
June 30 June 30
($ Millions) 2007 2006 2007 2006
(unaudited)
I IIES o eeeet ettt e et e e s er e trssraste s s sar e s esssntensasssartesssnabeses 270.7 246.3 6154 575.0
POWer GeNeration ........o..oovvvviriivene i issssesiss sttt s 187.1 192.0 405.8 3924
Global ENterPriSes ...coovvvieiiiiieierieieceeetiseieeere s eeaevessens s s enseneenrans 148.1 173.2 330.0 3273
IRAUSLAAIS ..o e e s 120.9 80.2 241.0 161.7
Corporate and Other ... 44 4.1 8.8 8.4
Intersegment eliMinations.........cocoieiiiiiciie e (39.5) (40.4) {79.7) (76.7)
TOMAL oottt aes et sb e s et st b s bttt een b e eeeeeeee e 691.7 655.4 1,521.3 1,388.1

Segmented earnings attributable to Class 1 and Class I1 shares for the three and six months ended June 30, 2007,
were as follows:

For the Three For the Six
Months Ended Months Ended
June 30 June 30
($ Millions) 2007 2006 2007 2006
(unaudited)
UHHLES .ot sre b eae st sse bt bn s 14.9 9.3 40.6 30.2
POWET GEMETALION .evviviev et ne s s s b ta0et0s 1oesee e e ene e enes 15.5 15.7 40.0 30.0
Global ENErPriSES c.co.ocvieeceeceeecr v crrirsre e tes s sre s sba s e senssnsnans 9.7 14.8 322 26.7
ERAUSERIAIS oo s e 124 6.0 215 11.8
Corporate and Other {1}..........iviriir s 34 (1.0) 39 104
Intersepment eliminations..........vmnniiin e (0.6) (1.2 (1.3) (2.5)
TOMAL ...ttt eer ottt 55.3 43.6 136.9 106.6

Note:
(1) Includes earnings of $11.7 million (30.20 per share) from the Sale of Property for the six months ended June
30, 2006 (refer to Sale of Property section).
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Utilities

Revenues from the Utilities Business Group for the three months ended June 30, 2007, increased by $24.4 million
to $270.7 million, primarily due to:
e impact of 2007 interim customer rate increases for ATCO Electric approved by the AEUB in December
2006 (refer to Regulatory Matters — ATCO Electric section);
¢ colder temperatures, customer growth and higher sales per customer in ATCO Gas; and
» higher franchise fees collected by ATCO Gas on behalf of cities and municipalities.

This increase was partially offset by:
e impact of one-time customer rate adjustments approved by the AEUB in the ATCO Gas GRA Decision
recorded in the second quarter of 2006 (refer to Regulatory Matters — ATCO Gas section).

Temperatures in ATCO Gas for the three months ended June 30, 2007, were 5.5% colder than normal, compared to
25.7% warmer than normal for the corresponding period in 2006.

Revenues for the six months ended June 30, 2007, increased by $40.4 million to $615.4 million, primarily due to:
s impact of 2007 interim customer rate increases for ATCO Electric approved by the AEUB in December
2006 (refer to Regulatory Matters — ATCO Electric section); and
e colder temperatures, customer growth and higher sales per customer in ATCO Gas.

This increase was partially offset by:
» impact of one-lime customer rate adjustments approved by the AEUB in the ATCO Gas GRA Decision
recorded in the second quarter of 2006 (refer to Regulatory Matters — ATCO Gas section).

Temperatures in ATCO Gas for the six months ended June 30, 2007, were 2.9% warmer than normal, compared to
10.7% warmer than normal for the corresponding period in 2006,

Earnings for the three and six months ended June 30, 2007, increased by $5.6 million to $14.9 million, and by
$10.4 million to $40.6 million, respectively, primarily due to:
e colder temperatures, customer growth and higher sales per customer in ATCO Gas; and
¢  $2.3 million Part V1.1 Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share Dividends
section).

This increase was partially offset by:
¢ higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008
customer rates (refer to Regulatory Matters — ATCO Electric section);
+ higher operating and maintenance expenses and depreciation expenses in ATCO Gas due to customer
growth and increased capital expenditures; and
¢ 51.0 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section).

Utilities Business Group capital expenditures to maintain capacity and meet planned growth are expected to be
approximately $600 million in 2007. The total three year (2007-2009) anticipated capital expenditures in the
Utilities Business Group are expected to be approximately $2.1 billion.

Power Generation

Revenues from the Power Generation Business Group for the three months ended June 30, 2007, decreased by $4.9
millien to $187.1 million, primarily due to:
s lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s U.K. operations.

This decrease was partially offset by:
* increased availability due to timing of outages in 2006 in ATCO Power's U.K. operations;
« impact of higher U.K. exchange rates on conversion of revenues to Canadian dollars in ATCO Power’s
U.K operations; and
e higher revenues in ATCO Power’s Australian operations due to higher power prices.
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Revenues for the six months ended June 30, 2007, increased by $13.4 million to $405.8 million, primarily due to:
» impact of higher U.K. exchange rates on conversion of revenues to Canadian dollars in ATCO Power's
UK operations;
o higher revenues in ATCO Power’s Australian operations due to higher power prices; and
s increased availability due to timing of outages in 2006 in ATCO Power's U.K. operations.

This increase was partially offset by:
s lower natural gas fuel purchases recovered on a “no-margin” basis in ATCQO Power’s U.K. operations.

Earnings for the three months ended June 30, 2007, were substantially unchanged.

Earnings for the six months ended June 30, 2007, increased by $10.0 million to $40.0 million, primarily due to:
¢ H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section);
and
s improved merchant performance, increased availability due to the timing of cutages in 2006, and higher
exchange rates on conversion of earnings to Canadian dollars in ATCO Power’s U.K. operations.

This increase was partially offset by:
*  $£5.0 million adjustment in 2006 to reflect tax changes for ATCO Power and ATCO Resources (refer to
2006 Changes in Income Taxes and Rates section).

Impacting Alberta Power (2000)’s revenues and earnings for the three and six months ended June 30, 2007, were
lower Power Purchase Arrangement (“PPA™) tariffs due to declining rate bases at the Battle River and Sheerness
generating plants and a decline in the return on common equity rate (2007 — 8.65%, 2006 — 8.75%). These return on
common equity rates are based on long term Government of Canada bond yields plus 4.5%.

Alberta Power Pool Electricity Prices

Spark spread is related to the difference between Alberta Power Pool electricity prices and the marginal cost of
producing electricity from natural gas. These spark spreads are based on an approximate industry heat rate of 7.5
gigajoules per megawatt hour.

Changes in spark spread affect the results of approximately 476 megawatts of plant capacity owned in Alberta by
ATCO Power, ATCO Resources and Alberta Power (2000) out of a total Alberta owned capacity of approximately
1,846 megawatts and a worldwide owned capacity of approximately 2,695 megawatts.

Alberta Power Pool electricity prices for the three months ended June 30, 2007, averaged $49.87 per megawatt hour,
compared to average prices of $53.61 per megawatt hour for the corresponding period in 2006, Natural gas prices
for the three months ended June 30, 2007, averaged $6.73 per gigajoule, compared to average prices of $5.68 per
gigajoule for the corresponding period in 2006. The consequence of these electricity and natural gas prices was an
average spark spread of $(0.62) per megawatt hour for the three months ended June 30, 2007, compared to $10.99
per megawalt hour for the corresponding period in 2006.

Alberta Power Pool electricity prices for the six months ended June 30, 2007, averaged $56.58 per megawatt hour,
compared to average prices of $55.23 per megawatt hour for the corresponding period in 2006. Natural gas prices
for the six months ended June 30, 2007, averaged $6.87 per gigajoule, compared to average prices of $6.41 per
gigajoule for the corresponding period in 2006. The consequence of these electricity and natural gas prices was an
average spark spread of $5.07 per megawatt hour for the six months ended June 30, 2007, compared to $7.17 per
megawatt hour for the corresponding period in 2006.

Deferred Availability Incentives
During the three months ended June 30, 2007, Alberta Power (2000)'s deferred availability incentive account

decreased by 3.6 million to $42.6 million. The decrease was due to planned outages and the quarterly amortization
of deferred availability incentives. During the three months ended June 30, 2007, the amortization of deferred
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availability incentives, recorded in revenues, increased by $0.4 millien to $3.0 million, compared to the same period
in 2006.

During the six months ended June 30, 2007, Alberta Power (2000)'s deferred availability incentive account
increased by $3.0 million to $42.6 million. The increase was due to additional availability incentives received for
improved plant availability net of quarterly amortization and planned outages. During the six months ended June
30, 2007, the amortization of deferred availability incentives, recorded in revenues, increased by $0.6 million to $5.9
million, compared to the same period in 2006,

Recent Developments

The Piikani Nation of Brockett, Alberta, exercised their option, on July 1, 2007, 1o purchase a 25% interest in ATCO
Power's and ATCO Resources” 32 megawatt hydroelectric generating plant at the Oldman River dam near Pincher
Creek, Alberta.

On May 10, 2007, ATCO Power announced that it will construct a 45 megawatt natural gas-fired unit for its
Valleyview generating plant in Valleyview, Alberta. All of the electricity produced by the unit will be seld to the
Alberta Power Pool. Construction of the unit is scheduled for completion in 2008.

Alberta Power (2000) operated the Rainbow generating plant during 2006 and the electricity generated was sold to
the Alberta Power Pool. Alberta Power (2000) had one year afier the expiry of the PPA for the Rainbow generating
plant (December 31, 2005) to determine whether to decommission the plant in order to fully recover plant
decommissioning costs or to continue to operate the plant, In the first quarter of 2007 the Alberta Electric System
Operator (“AESO”) and Alberta Power (2000) executed a contract resulting in Alberta Power (2000) continuing to
operate the plant and thus be responsible for future decommissioning costs. These costs are included in Alberta
Power (2000)’s asset retirement obligation liability.

Global Enterprises

Revenues from the Global Enterprises Business Group for the three months ended June 30, 2007, decreased by
$25.1 million to $148.1 million, primarily due to:

s lower NGL revenue due to lower prices and volumes of natural gas purchased and resold on a *no-margin™
basis, lower prices and volumes of natural gas processed for NGL extraction, and the timing and demand of
natural gas storage capacity sold and lower storage fees in ATCO Midstream (refer to Business Risks —
Non-Regulated Operations — ATCO Midstream section).

Revenues for the six months ended June 30, 2007, increased by $2.7 million to $330.0 million, primarily due to:
¢ the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Operations — ATCO Midstream section).

This increase was partially offset by:
s lower NGL revenue due to lower prices and volumes of natural gas purchased and resold on a “ne-margin™
basis and lower prices and volumes of natural gas processed for NGL extraction in ATCO Midstream.

Earnings for the three months ended June 30, 2007, decreased by $5.1 million to $9.7 million, primarily due to:
¢ the timing and demand of natural gas storage capacity sold lower storage fees and tower volumes and
margins for NGL in ATCO Midstream (refer to Business Risks — Non-Regulated Operations - ATCO
Midstream section).

Earnings for the six months ended June 30, 2007, increased by $5.5 million to $32.2 million, primarily due to:
» the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Operations — ATCO Midstream section),

This increase was partially offset by:

* lower volumes and margins for NGL in ATCO Midstream (refer to Business Risks — Non-Regulated
Operations — ATCO Midstream section).
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ATCO Midstream

ATCO Midstream provides natural gas producers gathering, processing and liquids extraction services and natural
gas storage.

The difference between natural gas cost and the NGL's value on a heat content equivalent basis is commonly
referred to as the frac spread. ATCO Midstream’s frac spreads can vary with fluctuations in the natural gas and
NGL pricing. Frac spreads can be volatile, as shown in the following graph, which illustrates monthly frac spreads
during the period of January 2003 to June 2007.

Frac Spread
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The above table represents measurements of frac spreads as reported by an independent consultant and does not
necessarily represent the frac spreads received by ATCO Midstream.

Fluctuations in frac spreads may have a significant impact on ATCO Midstream’s earnings and cash flow from
operations in the future. A $1.00 change in the average annual frac spread may impact annual earnings by as much
as $7 million. Total capacity of ATCO Midstream’s NGL plants is 411 million cubic feet per day.

The majority of ATCO Midstream’s natural gas storage revenues comes from seasonal differences (summer/winter)

in the price of natural gas. Recognition of ATCO Midstream’s revenues is determined through the terms of the
contractual arrangements.
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Summer/winter natural gas storage differential can be very volatile, as shown in the following graph, which
illustrates a range of differentials experienced during the storage periods from 2003-2004 to 2007-2008,
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ATCO Frontec

In June 2007, the Corporation was awarded five NATO support contracts at the Kandahar Airfield in Afghanistan
for up to five years. Specific sectors of respensibility will include fire and crash rescue, visiting aircrafl cross-
servicing services, roads and grounds maintenance, facility maintenance, construction, engineering, equipment and
vehicle maintenance, aircraft movement control and terminal transport, accommodation services, supply operations,
airfield mechanical transport, delivery of potable water, sewage management, and waste management and disposal.

In June 2007, UQSUQ Corporation, a joint venture between ATCO Frontec and Nunavut Petroleum, was awarded a
five year contract renewal to lease and operate the 79 million litre bulk fuel storage facility, the pipeline distribution
system and the municipal fuel distribution system in Iqaluit, Nunavut,

Industrials

Revenues from the Industrials segment for the three and six months ended June 30, 2007, increased by $40.7
million to $120.9 mitlion, and by $79.3 million to $241.0 million, respectively, primarily due to:

e increased business activity in ATCO Structures’ manufacturing operations in Canada and Australia; and

+ increased business activity in ATCO Structures’ space rentals operations in Canada.

Earnings for the three months ended June 30, 2007, increased by $6.4 million to $12.4 million, primarily due to:
¢ increased business activity in ATCO Structures’ manufacturing operations in Canada.

This increase was partially offset by:
e 32.4 million adjustment in 2006 to reflect tax changes for ATCO Structures (refer to 2006 Changes in
Income Taxes and Rates section),

Earnings for the six months ended June 30, 2007, increased by $9.7 million to $21.5 million, primarily due to:
e increased business activity in ATCO Structures” manufacturing operations in Canada and Australia; and
e 2006 losses incurred in ATCO Structures’ operations in Europe (which were discontinued in the first
quarter of 2006).

This increase was partially offset by:
*  $2.4 million adjustment in 2006 to reflect tax changes for ATCQ Structures (refer to 2006 Changes in
Income Taxes and Rates section).
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ATCO Structures

ATCO Structures is engaged in the manufacture, sale and lease of transportable shelters and related products.
ATCO Structures has marketed and installed its manufactured products in over 105 countries around the world since
1947 and has established a reputation as a leader in the internationai supply of relocatable shelter products. Products
sold are manufactured in Canada, the United States, Australia and Chile and under subcontract in other jurisdictions.

ATCO Structures’ operating information:

For the Three For the Six
Months Ended Months Ended
June 30 June 30
($ Millions) 2007 2006 2007 2006
{unaudited)
Manufacturing BOUTS. ..o 367,567 293,037 777,464 567,750
Space Rentals Fleet
Number of UNItS oo ssn e 10,127 8,350 10,127 8,350
UHHZAON (Y0) ceeeeriircierie e vt n e s arr e aaeerers s 83 84 83 84
Average Rental Rate per Month (8} 450 354 446 357
Workforce Housing Fleet:
NUMDBEL Of UNIS ..veiviiiiiiiicinir i v eies e sessesssesae semsesse s sveenessvenen 2,398 2,465 2,398 2,465
ULHZALION (T8 -1vevveeimrereereereeeseeeesereeecsasessesenesssmsscsasee et emenssmnsesons 85 88 86 89
Average Rental Rate per Month (3)........cooviniiiinccecn e 1,055 1,014 1,122 1,056

In February 2007, ATCO Structures announced that it had entered into a contract with Manitoba Hydro, on behalf of
the Wuskwatim Power Limited Partnership, to design, manufacture, transport, and install workforce housing to
accommodate the 624 people required to build the $1.2 billion Wuskwatim Generating Station. The Wuskwatim
Power Limited Partnership is a joint undertaking between Manitoba Hydro and the Nisichawayasihk Cree Nation of
Nelson House. As part of the contract, ATCO Structures will also provide training and employment opportunities
for aboriginal and northern residents. Workforce housing facilities will include dormitories, a kitchen/diner
complex, a beverage/recreation building, a chapel, office complexes, laboratory and security gatehouse. Once
complete, the total facility will be 117,800 square feet. Manufacturing of the 162 modular units will begin this fall
with installation starting in the fourth quarter of 2007. Completion is scheduled for the spring of 2008.

Corporate and Other

Earnings for the three months ended June 30, 2007, increased by $4.4 million to $3.4 million, primarily due to:
¢  37.8 million Part V1.1 Tax Adjustment {refer to 2007 Change in the Taxation of Preferred Share Dividends
section); and
¢ higher short term interest rates on cash investments.

This increase was partially offset by:
s increased share appreciation rights expense due to changes in Canadian Ulilities Limited Class A non-
voting share and ATCO Ltd. Class | share prices since March 31, 2007,

Earnings for the six months ended June 30, 2007, decreased by $6.5 million to $3.9 million, including the $11.7
million after tax gain on Sale of Property in 2006,

Earnings for the six months ended June 30, 2007, increased by $5.2 million to $3.9 million, excluding the $11.7
million after tax gain on Sale of Property in 2006, primarily due to:
¢ $7.8 million Part V1.1 Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share Dividends
section); and
s higher short term interest rates on cash investments.
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This increase was partially offset by:
e increased share appreciation rights expense due to changes in Canadian Utilities Limited Class A non-
voting share and ATCO Ltd, Class | share prices since December 31, 2006.

REGULATORY MATTERS

Regulated operations are conducted by wholly owned subsidiaries of Canadian Utilities” wholly owned subsidiary,
CU Inc.:
¢ ATCO Electric and its subsidiaries Northland Utilities (NWT), Northland Utilities (Yellowknife) and
Yukon Electrical;
the ATCO Gas and ATCO Pipelines divisions of ATCO Gas and Pipelines Ltd.; and
the Battle River and Sheerness generating plants of Alberta Power (2000).

Regulated operations in Alberta (except for the generating plants of Alberta Power (2000)) are subject to a generic
cost of capital regime:
¢ inJuly 2004, the AEUB issued the gencric cost of capital decision which established, among other things:
o a standardized approach for each utility company regulated by the AEUB for determining the rate of
retum on common equity;
« rate of return adjusted annually by 75% of the change in long term Government of Canada bond
yield as forecast; and
*  adjustment mechanism similar to the method the National Energy Board uses in determining its
formula based rate of return;
o the capital structure for each utility regulated by the AEUB; and
¢ in November 2005, the AEUB announced a generic return on common equity of 8.93% for 2006;
¢ in January 2006, the AEUB clarified that the generic return on equity determined on an annual basis in
accordance with the generic cost of capital decision should apply to each year of the test period in the
companies’ applications. If no rate applications are filed for a particular year, then there will be no
adjustment to the common equity rate of return for that year; and
¢ in November 2006, the AEUB announced a generic return on common equity of 8.51% for 2007.

ATCO Electric, ATCO Gas and ATCO Pipelines purchase information technology services, and ATCO Electric and
ATCO Gas also purchase customer care and billing services, from ATCO [-Tek. The recovery of these costs in
customer rates is subject to AEUB approval. Since 2003, the costs have been approved on a placeholder basis, and
are subject to final AEUB approval after completion of the collaborative benchmarking process.

ATCO Electric

In March 2006, the AEUB issued a decision on ATCO Electric’s 2005 and 2006 General Tariff Application
(“ATCO Electric GTA Decision™):

o which established, among other things, the amount of revenue to be collected in 2005 and 2006 from
customers for transmission and distribution services and approved a return on common equity as
determined by the AEUB’s standardized rate of return methodology — 9.5% in 2005 and 8.93% in 2006;

o  ATCO Electric’s 2005 earnings were negatively impacted by $1.3 million, recorded in first quarter of 20006;
and

*  ATCO Electric’s 2006 earnings were reduced by an additional $1.6 million, compared to 2005 eamnings,
recorded throughout 2006.

In August 2006, the AEUB approved the AESO application for the need to improve transmission infrastructure in
northwest Alberta:
» AEUB decision grants the AESO approval to assign to the Transmission Facility Owner, ATCO Electric,
work consisting of several distinct projects which will result in 725 kilometres of new transmission line to
be constructed by 2011
© in June 2007, the first of these distinct projects was assigned to ATCO Electric by the AESO. This
project consists of a 235 kilometre transmission line with an estimated cost of $210 million, and is
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anticipated to be completed by 2010, ATCQ Electric has applied to the AEUB for approval to build
and operate this project; and
o as a result of price escalation caused by the change in completion date of the remaining distinct
projects (post 2010), coupled with the increasing costs of construction in Alberta, ATCQ Electric is
unable, at this time, to estimate the cost of the entire project; and
s  ATCO Electric anticipates that an additional 180 kilometres of transmission line projects will be required in
its service area over the next five years.

In November 2006, ATCO Electric filed a general tariff application with the AEUB for the 2007 and 2008 test
years:
s requesting, among other things, increased revenues to recover increased financing, depreciation and
operating costs associated with increased rate base in Alberta;
e adecision from the AEUB on the general tariff application is not expected until late 2007;
e in November 2006, ATCO Electric filed an application requesting interim refundable rates for transmission
and distribution operations, pending the AEUB’s decision on the general tariff application; and
¢ on December 19, 2006, ATCO Electric received a decision from the AEUB approving interim refundable
rate increases amounting to 50% of ATCO Electric’s requested increases for transmission and distribution
operations.

ATCO Gas

In January 2006, the AEUB issued a decision on ATCO Gas’ 2005, 2006 and 2007 General Rate Application
(“ATCO Gas GRA Decision™):
¢ which, among other things, established the amount of revenue to be collected over the period 2005 to 2007
from customers for natural gas distribution service and approved a return on common equity as determined
by the AEUB’s standardized rate of return methodology — 9.5% in 2005, 8.93% in 2006 and 8.51% in
2007,

In May 2006, the City of Calgary filed a Review and Variance application with the AEUB for the ATCO Gas GRA
Decision:
e the application alleges that the AEUB made errors in the ATCO Gas GRA Decision related to the
calculation of working capital needed by ATCO Gas to operate its Carbon natural gas storage facility;
e the AEUB issued its decision on January 17, 2007, denying the City of Calgary’s application; and
on February 15, 2007, the City of Calgary filed for leave to appeal this decision with the Alberta Court of
Appeal. The appeal was heard on June 19, 2007,

In October 2006, ATCO Gas also filed a Review and Variance application with the AEUB for the ATCO Gas GRA
Decision:
¢ the application alleges that the AEUB made errors in the ATCO Gas GRA Decision related to the
approved level of administrative expenses;
+ in December 2006, the AEUB issued a decision in which it acknowledged an error for a portion of the
administrative expenses in question;
¢ on April 18, 2007, ATCO Gas was advised by the AEUB that it would grant ATCO Gas’ request to hear its
Review and Variance application. A schedule for the hearing has not yet been determined; and
e on May 30, 2007, the AEUB issued a written process to be completed by September 5, 2007. A final
AEUB decision is not expected until the fourth quarter of 2007.

ATCO Gas owns a 43,5 petajoule natural gas storage facility located at Carbon, Alberta. ATCO Gas has leased the
entire storage capacity of the facility to ATCO Midstream. ATCO Gas has taken the position that the facility is no
longer required for utility service and should be removed from regulation. !In the process of obtaining AEUB
approval, the following events are significant:
e in July 2004, the AEUB initiated a written process to consider its role in regulating the operations of the
facility;
e in June 2005, the AEUB issued a decision with respect to this process. In addition to addressing other
matters, the decision found that the AEUB has the authority, when necessary in the public interest, to direct
a utility 1o utilize a particular asset in a specific manner, even over the objection of the utility;
e ATCO Gas filed for leave to appeal the decision with the Alberta Court of Appeal;
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» in October 2005, the AEUB established processes to review the use of the facility for utility purposes;

¢ 2 hearing to review the use of the facility for revenue generation was held in April 2006 and a hearing to
review the use of the facility for load balancing was held in June 2006. On October 11, 2006, the AEUB
issued a decision confirming ATCO Gas’ position that the facility is no longer required for utility service
with respect to the use of the facility for lead balancing purposes. The City of Calgary has filed a leave to
appeal and a Review and Variance application of this decision;

» on February 5, 2007, the AEUB issued a decision in which it determined that a legitimate utility use for the
facility is that it be used for purposes of generating revenues to offset customer rates. This decision
requires ATCO Gas to maintain the status quo with respect to the use of the Carbon facility including the
lease of the entire storage facility to ATCO Midstream. On February 26, 2007, ATCO Gas filed for leave
to appeal this decision with the Alberta Court of Appeal (refer 10 Business Risks — Regulated Operations —
Carbon Natural Gas Storage Facility section); and

s the Alberta Court of Appeal has set a hearing to address the ATCO Gas leave to appeal with respect to the
Carbon storage facility for September 18, 2007,

ATCO Gas has filed an application with the AEUB to address, among other things, corrections required to historical
transportation imbalances (the process whereby third party natural gas supplies are reconciled to amounts actually
shipped in the Corporation’s pipelines) that have impacted ATCO Gas’ deferred gas account:

e in April 2005, the AEUB issued a decision resulting in a 15% decrease in the transpertation imbalance
adjustments sought by ATCO Gas. The decision resulted in a decrease to ATCO Gas’ 2005 revenues and
earnings of $1.8 million and $1.2 millien, respectively; and

» the City of Calgary filed for leave to appeal the AEUB’s decision. ATCO Gas filed a cross appeal of the
AEUB’s decision. The leave to appeal was heard by the Alberta Court of Appeal on April 1§, 2006. On
Juby 7, 2006, the Alberta Court of Appeal issued its decision granting the City of Calgary’s leave to appeal
on the question of whether the AEUB erred in law or jurisdiction in assuming that it had the authority to
allow recovery in 2005, for costs relating to prior years. ATCO Gas’ cross appeal was denied. At a
hearing on April 13, 2007, the Alberta Court of Appeal declined to consider the City of Calgary’s appeal
and referred the jurisdictional question back to the AEUB.

ATCO Pipelines

In March 2007, the AEUB directed ATCO Pipelines to file its next General Rate Application by October 1, 2007,
ATCO Pipelines anticipates that the filing will include the 2008 and 2009 test years:
* requesting, among other things, increased revenues to recover increased financing, depreciation and
operating costs associated with increased rate base in Alberta; and
* adecision from the AEUB on the General Rate Application is not expected until the third quarter of 2008.

The AEUB has refocused attention to its review of the competitive natural gas pipeline issues under AEUB
jurisdiction. This review is expected to address competitive issues between ATCO Pipelines and NOVA Gas
Transmission Ltd. The AEUB will distribute the final issues list by July 31, 2007, and a process schedule to address
these issues by August 28, 2007. .

Other Matters

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.
LIQUIDITY AND CAPITAL RESOURCES

A major portion of the Corporation’s operating income and funds generated by operations is generated from its
utility operations. Canadian Utilities and its wholly owned subsidiary, CU Inc., use commercial paper borrowings
and short term bank leans to provide flexibility in the timing and amounts of long term financing. ATCO Ltd. has

received dividends from Canadian Utilities which have been more than sufficient to service debt requirements and
pay dividends.
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Funds generated by operations for the three months ended June 30, 2007, increased by $35.3 million to $192.9
million, primarily due to:
» increased earnings.

Funds penerated by operations for the six months ended June 30, 2007, increased by $66.4 million to $454.4
million, primarily due to:
s increased earnings.

This increase was partially offset by:
» 2006 proceeds received from the TXU Europe Settlement (refer to TXU Europe Settletnent section).

Investing for the three months ended June 30, 2007, increased by $37.2 million to $159.3 million, primarily due to:
» higher capital expenditures;
» changes in non-current deferred electricity costs; and
» changes in non-cash working capital.

This increase was partiaily offset by:
s H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

Investing for the six months ended June 30, 2007, increased by $80.2 million to $297.2 million, primarily due to:
= higher capital expenditures;
» 2006 proceeds from Sale of Property;
s changes in non-current deferred electricity costs; and
s changes in non-cash working capital.

This increase was partially offset by:
e H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

Purchase of property, plant and equipment for the three and six months ended June 30, 2007, increased by $26.7
million to $168.5 million, and by $46.2 millien to $310.2 million, respectively, primarily due to:
s increased investment in regulated electric distribution and transmission projects and regulated natural gas
distribution projects.

During the three months ended June 30, 2007, the Corporation issued:
¢ 3.2 million of long term debt.

During the three months ended June 30, 2007, the Corporation redeemed:
¢ 344 million of long term debt; and
e  $£69.5 million of non-recourse long term debt.

These changes resulted in a net debt decrease of $70.7 million.

During the six months ended June 30, 2007, the Corporation issued:
o  $11.2 million of long term debt.

During the six months ended June 30, 2007, the Corporation redeemed:
e  $7.3 million of long term debt; and
o $96.9 miltion of non-recourse long term debt.

These changes resulted in a net debt decrease of $93.0 miltion.

During the three and six months ended June 30, 2007, the Corporation issued:
s 3115.0 million of equity preferred shares,

During the three and six months ended June 30, 2007, the Corporation redeemed:
*  $126.5 million of equity preferred shares.
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These changes resulted in a net equity preferred share decrease of $11.5 million,

Net issue of Canadian Utilities Limited Class A non-voting shares for the three and six months ended June 30, 2007,
increased by $28.2 million, and by $28.8 million, respectively, primarily due to:
o higher share purchases in 2006,

Net purchase of Class I shares for the three months ended June 30, 2007, decreased by 35.6 million, primarity due
to:
s decreased share purchases in 2007.

Net purchase of Class I shares for the six months ended June 30, 2007, was substantially unchanged.

Dividends paid to non-controlling interests for the three and six months ended June 30, 2007, increased by $1.3
million to $27.7 million, and by $1.9 million to $54.7 million, respectively, primarily due to:
» higher dividends paid by Canadian Utilities.

Foreign currency translation for the three and six months ended June 30, 2007, negatively impacted the
Corporation’s cash position by $10.3 million, and by $11.8 million, respectively, primarily due to:
» changes in U.K. and Australian exchange rates.

On April 18, 2007, CU Inc., a subsidiary corporation of Canadian Utilities Limited, issued $115.0 million
Cumulative Redeemable Preferred Shares Series 1 at a price of $25.00 per share for cash. The dividend rate was
fixed at 4.60%. The net proceeds of the issue were used in part to redeem, on May 18, 2007, $91.8 million of the
outstanding Cumulative Redeemable Second Preferred Shares Series Q, R and § of ATCO Electric, ATCO Gas and
ATCO Pipelines, subsidiary corporations of CU Inc., that were held by Canadian Utilities Limited.

On May 18, 2007, Canadian Utilities Limited, a subsidiary corporation, redeemed all of the $126.5 million of
outstanding Cumulative Redeemable Second Preferred Shares Series Q, R and § at a price of $25.00 per share plus
accrued and unpaid dividends per share.

At June 30, 2007, the Corporatien had the following credit lines that enable it to obtain funding for general corporate
PpUurposes:

Total Used Available
{3 Millions)
Long term commutted ..........coooiiiiiiriicee e 622.2 91.7 524.5
Short term COMMUELIE ...cocvvr i sirren e ias s ser et rer e e s raesraereraneeene 600.0 10.0 590.0
UNCOMITHLEEA ... .ottt rinrie i ea s e raessassabr e e saseabeaeasransreseinsrenes 143.8 35.5 108.3
TOMAL. ..ottt e ek e e e e s et et et rab e e bt tart b ety e aatans 1,366.0 143.2 1,222.8

The amount and timing of future financings will depend on market conditions and the specific needs of the
Corporation.

Contractual obligations disclosed in the 2006 MD&A remain substantially unchanged as at June 30, 2007,

Net current and long term future income tax liabilities of $231.6 million at June 30, 2007, are attributable to
differences between the financial statement carrying amounts of assets and liabilities and their tax bases. These
differences resuit primarily from recognizing revenue and expenses in different years for financial and tax reporting
purposes. Future income taxes will become payable when such differences are reversed through the settlement of
liabilities and realization of assets.

On May 29, 2006, the Corporation commenced a normal course issuer bid for the purchase of up to 5% of the
outstanding Class I shares. The bid expired on May 28, 2007. From May 29, 2006, to May 28, 2007, 2,000,400
shares were purchased, of which 1,760,400 shares were purchased in 2006 and 240,000 shares were purchased in
2007. On May 29, 2007, the Corporation commenced a new normal course issuer bid for the purchase of up to 5%
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of the outstanding Class I shares. The bid will expire on May 28, 2008. From May 29, 2007, to July 24, 2007,
100,000 shares have been purchased.

For the first quarter of 2007, the quarterly dividend payment on the Corporation’s Class I and Class II shares was
increased by $0.015 to $0.22 per share. The Corporation has increased its annual common share dividend each year
since 1993. The payment of any dividend is at the discretion of the Board of Directors and depends on the financial
condition of the Corporation and other factors.

OUTSTANDING SHARE DATA

At July 24, 2007, the Corporation had outstanding 51,211,146 Class | shares, 6,935,018 Class Il shares and
6,000,000 5.75% Cumulative Redeemable Preferred Shares Series 3.

At July 24, 2007, options te purchase 1,297,800 Class | shares were outstanding.

BUSINESS RISKS
Environmental Matters

On April 26, 2007 the federal government released a plan that proposes mandatory greenhouse gas (“GHG")
emission targets on industry. The proposed plan requires an initial reduction in 2010 of 18% from 2006 levels
followed thereafter by annual reductions of an additional 2%. New facilities (2004 or later) are allowed a 3 year
grace period after which they must improve emission intensity by 2% per year below the clean fuel standard.
Compliance may be achieved by reduction or capture, limited investment in a technology fund, emission credit
trading, purchase of offset credits, Kyoto Protocol Clean Development Mechanisms (maximum 10%) and early
action credits. Specific details on the regulations have yet to be released and will be required to assess the financial
impact of the federal framework. While it is not certain, it is anticipated that the PPAs will allow the Corporation to
recover most of the costs associated with complying with the new regulations.

In March 2007, the Government of Alberta introduced legislation (Bill 3, Climate Change and Emissions
Management Amendment Act and the Specified Gas Emitters Regulation Amendment) that will require Alberta
facilities that emit 100,000 tonnes or more of GHG to reduce facility emission intensities by 12% starting July 1,
2007. Units commissioned before January 1, 2000, or that have less than nine years of commercial operation are
required to reduce their emission intensity by 2% per year starting in the fourth year of commercial operation to a
maximum of 12% in the ninth year of commercial operation. The current framework has proposed that cogeneration
units with emissions less than a deemed emission target based on a stand-alone natural gas combined cycle unit and
conventional boiler will be eligible for credits. Specific details on the regulations have yet to be finalized and will
be required to assess the financial impact of the provincial framework. While it is not certain, it is anticipated that
the PPAs will allow the Corporation to recover most of the costs associated with complying with the new
regulations.

Alberta Environment implemented a mercury emission regulation in March 2006, The regulation requires coal-fired
plant operators, including Alberta Power (2000), to monitor mercury emissions and capture at least 70% of the
mercury in the coal starting January 1, 2011. While it is not certain, it is anticipated that the PPAs will allow the
Corporation to recover most of the costs associated with complying with the new regulation.

Regulated Operations

ATCO Electric, ATCO Gas and ATCO Pipelines are regulated primarily by the AEUB, which administers acts and
regulations covering such matters as rates, financing, accounting, construction, operation and service area. The
AEUB may approve interim rates or approve the recovery of costs, including capital and operating costs, on a
placeholder basis, subject to final determination. These subsidiaries are subject to the normal risks faced by
companies that are regulated. These risks include the approval by the AEUB of customer rates that permit a
reasonable opportunity to recover on a timely basis the estimated costs of providing service, including a fair return
on rate base. The Corporation’s ability to recover the actual costs of providing service and to eam the approved
rates of return depends on achieving the forecasts established in the rate-setting process.
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Carbon Natural Gas Sterage Facility

ATCO Gas leases the entire storage capacity of the Carbon natural gas storage facility to ATCO Midstream at
AEUB approved placeholder rates. On February 5, 2007, the AEUB issued a decision te ATCO Gas that leaves in
question these placeholder rates and the effect that these placeholder rates will have on future ATCO Gas revenues
(refer to Regulatory Matters — ATCO Gas section).

Weather

Weather fluctuations have a significant impact on throughput in ATCO Gas. Since approximately 50% of ATCO
Gas’ delivery charge is recovered based on throughput, ATCO Gas’ revenues and earnings are sensitive to weather.
Weather that is 10% warmer or colder than normal temperatures impacts annual earnings by approximately
$5.2 million.

ATCO I-Tek Services

ATCO Electric, ATCO Gas and ATCO Pipelines purchase information technelogy services, and ATCO Electric and
ATCO Gas also purchase customer care and billing services, from ATCO [-Tek. The recovery of these costs in
customer rates is subject to AEUB approval. Since 2003, the costs have been approved on a placeholder basis, and
are subject to final AEUB approval after completion of the collaborative benchmarking process.

Transfer of the Retail Energy Supply Businesses

On May 4, 2004, ATCO Gas and ATCO Electric transferred their retail energy supply businesses to Direct Energy
Marketing Limited and one of its affiliates (collectively “DEML"), a subsidiary of Centrica plc.

Although ATCO Gas and ATCO Electric transferred to DEML certain retail functions, including the supply of
natural gas and electricity to customers and billing and customer care functions, the legal obligations of ATCO Gas
and ATCO Electric remain if DEML fails to perform. In certain events (including where DEML fails te supply
natural gas and/or electricity and ATCO Gas and/or ATCO Electric are ordered by the AEUB to do so), the
functions will revert to ATCO Gas and/or ATCO Electric with no refund of the transfer proceeds to DEML by
ATCO Gas and/or ATCO Electric.

Centrica plc, DEML’s parent, has provided a $300 million guarantee, supported by a $235 million letter of credit in
respect of DEML’s obligations to ATCO Gas, ATCO Electric and ATCO I-Tek Business Services in respect of the
ongoing relationships contemplated under the transaction agreements. However, there can be no assurance that the
coverage under these agreements will be adequate to cover all of the costs that could arise in the event of a reversion
of such functions.

Canadian Utilities has provided a guarantee of ATCO Gas’, ATCO Electric’s and ATCO I-Tek Business Services’
payment and indemnity obligations to DEML contemplated under the transaction agreements.

Late Payment Penalties on Utility Bills

As a result of decistons of the Supreme Court of Canada in Garland vs. Consumers’ Gas Co., the imposition of late
payment penalties on utility bills has been called into question, The Corporation is unable te determine at this time
the impact, if any, that these decisions will have on the Corporation.

Alberta Power (2000)

Included in regulated operations are the Battle River and Sheerness generating plants of Alberta Power (2000),
which were regulated by the AEUB until December 31, 2000, but are now governed by legislatively mandated
PPA’s that were approved by the AEUB. These plants are included in regulated operations primarily because the
PPA’s are designed to allow the owners of generating plants constructed before January 1, 1996, to recover their
forecast fixed and variable costs and to earmn a return at the rate specified in the PPA’s. The plants will become
deregulated upon the earlier of one year after the expiry of a PPA or a decision to continue to operate the plant.
Alberta Power (2000) has one year after the expiry of a PPA to determine whether to decommission the generating
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plant in order to fully recover plant decommissioning costs or to continue to operate the plant. Each PPA is to
remain in effect unti! the eartier of the last day of the estimated life of the related generating plant or December 31,
2020.

Substantially all the electricity generated by Alberta Power (2000) is sold pursuant to PPA’s. Under the PPA’s,
Alberta Power (2000) is required to make the generating capacity for each generating unit available to the purchaser
of the PPA for that unit. In return, Alberta Power (2000) is entitled 1o recover its forecast fixed and variable costs
for that unit from the PPA purchaser, including a return on common equity equal to the jong term Government of
Canada bond rate plus 4.5% based on a deemed common equity ratio of 45%. Many of the forecast costs will be
determined by indices, formulae or other means for the entire period of the PPA. Alberta Power (2000)’s actual
results will vary and depend on performance compared to the forecasts on which the PPA’s were based.

Under the terms of the PPA’s, the Corporation is subject 10 an incentive/penalty regime related to generating unit
availability, Incentives are paid to the Corporation by the PPA counterparties for availability in excess of
predetermined targets, whereas penalties are paid by the Corporation to the PPA counterparties when the availability
targets are not achieved.

Accumulated incentives in excess of accumulated penalties are deferred. For any of the individual PPA’s, should
accumulated incentives plus estimated future incentives exceed accumulated penalties plus estimated future
penalties, the excess will be amortized to revenues on a straight-line basis over the remaining term of the PPA’s,
Should accumulated penalties plus estimated future penalties exceed accumulated incentives plus estimated future
incentives, the shortfall will be expensed in the year the shortfall occurs.

At June 30, 2007, the Corporation had recorded $42.6 million of deferred availability incentives,

Fuel costs in Alberta Power (2000) are mostly for coal supply. To protect against volatility in coal prices, Alberta
Power (2000) owns or has sufficient coal supplies under long term contracts for the anticipated lives of its Battle
River and Sheemness coal-fired generating plants. These contracts are at prices that are either fixed or indexed to
inflation.

Measurement Inaccuracies in Metering Facilities

Measurement inaccuracies occur from time to time with respect to ATCO Electric’s, ATCO Gas’ and ATCO
Pipelines’ metering facilities. Measurement adjustments are settled between the parties based on the requirements
of the Electricity and Gas Inspections Act (Canada} and applicable regulations issued pursuant thereto. There is a
risk of disallowance of the recovery of a measurement adjustment if controts and timely follow up are found to be
inadequate by the AEUB,

A recent AEUB decision applicable to ATCO Gas established a two year adjustment limitation period for

inaccuracies in gas supply costs, including measurement inaccuracies in metering facilities. The AEUB stated that it
will consider specific applications for adjustments beyond the two year limitation period.
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Non-Regulated Operations
ATCO Power and ATCO Resources

Alberta Power Pool electricity prices, natural gas prices and related spark spreads can be very volatile, as shown in
the following graph, which illustrates a range of prices experienced during the period December 2002 to June 2007.

Alberta Power Pool Prices, Natural Gas Prices and Spark Spreads
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Changes in Alberta Power Pool electricity prices, natural gas prices and related spark spreads may have a significant
impact on the Corporation’s eamings and cash flow from operations in the future. It is the Corporation’s policy to
continually monitor the status of its non-regulated electrical generating capacity that is not subject to long term
commitments.

Since October 2004, the output from ATCO Power’s Barking generating plant previously sold to TXU Europe (refer
to TXU Europe Settlement section) has been sold into the UK. power exchange market. In the UK., electricity
generators, on average, sell over 90% of their output to electricity suppliers in bilateral contracts, use power
exchanges for approximately 7% of their output, and sell the remaining 2-3% via the Balancing Mechanism.
Approximately 40% of the electricity generated is supplied from natural gas-fired generating plants, and in 2006 the
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market experienced an increase in electricity prices due to the increased world prices for natural gas. Since then,
natural gas prices have softened with additional natural gas infrastructure coming on stream and the slightly lower
oil prices. Nevertheless, the Barking generating plant has a long term, fixed price gas purchase agreement and, as a
result, has been able 1o experience increased margins due to the high market prices for electricity. Changes in the
U.K. market electricity prices may have an impact on the Corporation’s earings and cash flow from operations in
the future.

ATCO Midstream

Timing, capacity and demand of ATCO Midstream’s storage business as well as changes in market conditions may
impact the Corporation’s earnings and cash flow from storage operations (refer to Results of Operations -~
Consolidated Operations section).

ATCO Midstream extracts ethane and other NGL from natural gas streams at its extraction plants. These products
are sold under either long term cost of service arrangements or market based arrangements. Changes in market
conditions may impact the Corporation’s earnings and cash flow from NGL extraction operations.

ATCO Frontec

ATCO Frontec's operations include providing support to military agencies in foreign locations which may be
subject to political risk.

A fuel spilt occurred in January 2007 at the Brevoort Island, Northwest Territories radar site maintained by Nasittug
Corporation, a corporation jointly owned by ATCO Frontec and Pan Arctic Inuit Logistics Corporation. The
Corporation believes that it has sufficient insurance coverage in place to cover any material amounts that might
become payable as a result of the fuel spill. Accordingly, this spill is not expected to have any material impact on
the financial position of the Corporation.

ATCO Structures and ATCO Noise Management

International sales may expose ATCO Structures and ATCO Noise Management to greater risk than normally
associated with domestic transactions. This risk is mitigated by contractual arrangements with credit worthy
counterparties and the active management of any foreign exchange risks.

Demand for workforce housing products is directly related to the capital spending cycle and the level of
development activity in natural resource industries.

CRITICAL ACCOUNTING ESTIMATES

The preparation of the Corporation’s consolidated financial statements in accordance with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenue and expenses during the year. On an on-going basis, management reviews its
estimates, particularly those related to depreciation and amortization methods, useful lives and impairment of long-
lived assets, amortization of deferred availability incentives, asset retirement obligations and employee future
benefits, using currently available information. Changes in facts and circumstances may result in revised estimates,
and actual results could differ from those estimates. The Corporation’s critical accounting estimates are discussed
below.

Deferred Availability Incentives
Alberta Power (2000) is subject to an incentive/penalty regime related to generating unit availability. As at June 30,
2007, the Corporation had recorded $42.6 million of deferred availability incentives. For the three and six months

ended June 30, 2007, the amortization of deferred availability incentives, which was recorded in revenues, amounted
to $3.0 million and $5.9 million, respectively.
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The amount to be amortized is dependent upon estimates of future generating unit availability and future electricity
prices over the term of the PPA’s, Each quarter, the Corporation uses these estimates to forecast high case, low case
and most likely scenarios for the incentives to be received from, less penalties to be paid to, the PPA counterparties.
These forecasts are added to the accumulated unamortized deferred availability incentives outstanding at the end of
the quarter; the resulting total is divided by the remaining term of the PPA to arrive at the amortization for the
quarter.

Compared to the most likely scenario recorded in revenues for the year to date, the high case scenario would have
resulted in higher revenues of approximately $2.4 mitlion, whereas the low case scenario would have resulted in
lower revenues of approximately $2.3 million.

Employee Future Benefits

The expected long term rate of return on pension plan assets is determined at the beginning of the year on the basis
of the long bond yield rate plus an equity and management premium that reflects the plan asset mix. Actual
balanced fund performance over a longer period suggests that this premium is about 1.5%, which, when added to the
long bond yield rate of 5.1% at the beginning of 2007, resulted in an expected long term rate of return of 6.6% for
2007. This methodology is supporied by actuarial guidance on long term asset return assumptions for the
Corporatien’s defined benefit pension plans, taking into account asset class returns, normal equity risk premiums,
and asset diversification effect on portfolio returns.

Expected return on plan assets for the year is calculated by applying the expected long term rate of retum to the
market related value of plan assets, which is the average of the market value of plan assets at the end of the
preceding three years. The expected long term rate of return has declined over the past five years, from 8.1% in
2001 to 6.1% in the year ended December 31, 2006; the rate for the three and six months ended June 30, 2007, was
increased to 6.6%. The result has been a decrease in the expected return on plan assets and a corresponding increase
in the cost of pension benefits. In addition, the actual return on plan assets over the same period has been lower than
expected (i.e., an experience loss), which is also contributing to an increase in the cost of pension benefits as losses
are amortized to earnings.

The liability discount rate that is used to calculate the cost of benefit obligations reflects market interest rates on
high quality corporate bonds that match the timing and amount of expected benefit payments. The liability discount
rate has also declined over the same period, from 6.9% at the end of 2001 to 5.1% at the end of 2006; the rate has
remained at 5.1% in the three and six months ended June 30, 2007. The result has been an increase in benefit
obligations {i.e., an experience loss), which is contributing to an increase in the cost of pension benefits as losses are
amortized to earnings.

In accordance with the Corporation’s accounting policy to amortize cumulative experience gains and losses in
excess of 10 percent of the greater of the accrued benefit obligations or the market value of plan assets, the
Corporation began amortizing a pertion of the net cumulative experience losses on plan assets and accrued benefit
obligations in 2003 for both pension benefit plans and other post employment benefit plans and continued this
amortization during the three and six months ended June 30, 2007.

The assumed annual health care cost trend rate increases used in measuring the accurnulated post employment
benefit obligations in the three and six months ended June 30, 2007, are as follows: for drug costs, 7.8% starting in
2007 grading down over six years to 4.5%, and for other medical and dental costs, 4.0% for 2007 and thereafter.
Combined with lower recent claims experience, the effect of these changes has been to decrease the costs of other
post employment benefits.

The effect of changes in these estimates and assumptions is mitigated by an AEUB decision to record the costs of

employee future benefits when paid rather than accrued. Therefore, a significant portion of the benefit plans
expense or income is unrecognized by the regulated operations, excluding Alberta Power (2000).
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CHANGES IN ACCOUNTING POLICIES

Effective January 1, 2007, the Corporation prospectively adopted the Canadian Institute of Chartered Accountants
CICA recommendations pertaining to financial instruments, which establish standards for the recoguition,
measurement, disclosure and presentation of financial assets, financial liabilities and non-financial derivatives.
These recommendations require that fair value be used to measure financial assets that are held for trading or
available for sale, financial liabilities that are held for trading and all derivative financial instruments. Other
financial assets, such as loans and receivables and investments that are held to maturity, and other financial
liabilities are measured at their carrying value. This change in accounting had the following effect on the

consolidated financial statements for the three and six months ended June 30, 2007:

(a) Recognition of interest rate swaps, foreign currency forward contracts and certain natural gas purchase contracts
as derivative assets and liabilities in the consolidated financial statements (refer to Note 11 to the unaudited
interim conselidated financial statements for the six months ended June 30, 2007).

(b} Recognition of the fair value of a power generation revenue contract liability associated with the natural gas
purchase contracts derivative asset (refer to Note 11 to the unaudited interim consolidated financial statements
for the six months ended June 30, 2007).

(c) Recognition of a mark-to-market adjustment for the change in fair value of the natural gas purchase contracts
derivative asset and recognition of an adjustment to the associated power generation revenue contract liability
(refer to Note 7 to the unaudited interim consolidated financial statements for the six months ended June 30,
2007).

(d) Restatement of opening retained earnings at January 1, 2007 to recognize the prior years’ earnings effect of the
natural gas purchase contracts derivative asset and the associated power generation revenue contract liability, as
well as the prior years’ eamnings effect of accounting for certain financial assets and financial liabilities at
amortized cost using the effective interest method (refer 1o Note 6 to the unaudited interim consolidated
financial statements for the six months ended June 30, 2007).

(e) Reclassification of deferred financing charges from other assets to long term debt and non-recourse long term
debt (refer to Note 9 to the unaudited intenm consolidated financial statements for the six months ended June
30, 2007).

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations pertaining to hedges,
which establish standards for the identification, designation, documentation and effectiveness of hedging
relationships for the purpose of applying hedge accounting. The purpose of hedge accounting is to ensure that gains,
losses, revenues and expenses from effective hedging relationships are recorded in earnings in the same peried. This
change in accounting had no effect on the consolidated financial statements for the three and six months ended June
30, 2007.

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
reporting and disclosure of comprehensive income. Comprehensive income consists of changes in the equity of the
Corporation from sources other than the Corporation’s share owners, and includes earnings of the Corporation, the
foreign currency translation adjustment relating to self-sustaining foreign operations and unrealized gains and losses
on changes in fair values of available-for-sale assets and effective cash flow hedging instruments, Other
comprehensive income comprises revenues, expenses, gains and losses that are recognized in comprehensive income
but are excluded from earnings of the period. Comprehensive income is disclosed in a separate statement in the
consolidated financial statements.

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
presentation of equity and changes in equity. These recommendations require separate presentation of the
components of equity, including retained eamings, accumulated other comprehensive income, contributed surplus,
share capital and reserves, and the changes therein. As a result of this change in accounting, the Corporation has
included a reconciliation of accumulated other comprehensive income in the notes to the consolidated financial
statements (refer to Note 12 to the unaudited interim consolidated financial statements for the six months ended June
30, 2007). In accordance with the recommendations, comparative figures have been adjusted to incorporate the
foreign currency translation adjustment into accumulated other comprehensive income.

Effective January 1, 2007, the Corporation adepted the CICA recommendations that prescribe the criteria for
changing accounting policies, together with the accounting treatment and disclosure of changes in accounting
policies, changes in accounting estimates and corrections of errors. Adoption of these recommendations had no
effect on the consolidated financial statements for the three and six months ended June 30, 2007, except for the
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disclosure of accounting changes that have been issued by the CICA but have not yet been adopted by the
Corporation because they are not effective until a future date (refer to Future Accounting Changes below),

Future Accounting Changes

The CICA has issued new accounting recommendations for capital disclosures which require disclosure of both
qualitative and quantitative information that enables users of financial statements to evaluate the Corporation’s
objectives, policies and processes for managing capital. These recommendations are effective for the Corporation
beginning January 1, 2008,

The CICA has also issued new accounting recemmendations for disclosure and presentation of financial instruments
which require disclosures of both qualitative and quantitative information that enables users of financial statements
to evaluate the nature and extent of risks arising from financial instruments to which the Corporation is exposed.
These recommendations are effective for the Corporation beginning January 1, 2008.

The CICA has also issued new accounting recommendations for measurement and disclosure of inventorics which
provide guidance on the determination of cost and its subsequent recognition as an expense, including any
writedown to net realizable value, and on the cost formulas that are used 1o assign costs to inventories. The
Corporation is unable to determine at this time the effect of adopting these recommendations on earnings or assets of
the Corporation. These recommendations are effective for the Corporation beginning January 1, 2008.

July 25, 2007
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(L ENO- 8
FOR THE SIX MONTHS ENDED

JUNE 30, 2007

TO THE SHARE OWNERS:

ATCO Ltd. reported increased earnings of $55.3 million ($0.95 per share) for the three months ended
June 30, 2007, compared to earnings of $43.6 million ($0.73 per share) for the same three months of 2006.
Earnings for the six months ended June 30, 2007 were $136.9 million ($2.35 per share) compared to earnings
of $106.6 million ($1.78 per share) for the same six months in 2006,

Financial Summary For the Three Months  For the Six Months
Ended June 30 Ended June 30
2007 2006 2007 2006
($ Millions except per share data)
(unaudited)

BaITHNES ..ottt e e 55.3 43.6 136.9 106.6

Earnings per Class | and II share ..o 0.95 0.73 | 2.35 1.78

REVEIIUES ..o iitierieeiesrsritrsrrererersnnee s eeeessrsnransbaneeesseens 691.7 6554 1,521.3 1,388.1

Funds generated by operations ............cccooeremrrirererrennenn. 1929 157.6 454.4 388.0

1} This measure is cash generated from operations before changes in non-cash working capital and is not defined by Generally

Accepted Accounting Principles. This measure may not be comparable to similar measures used by other companies.

Earnings for the three months ended June 30, 2007, increased primarily due to:

increased business activity in ATCO Structures;

$11.5 million adjustment relating to the 2007 change in the taxation of preferred share dividends. In the
second quarter of 2007, the federal government amended legislation on the taxation of preferred share
dividends paid. This change, which was retroactive to 2003, resulted in a reduction in income tax expense
that was recorded in the second quarter of 2007. As the Canada Revenue Agency (“CRA”) has been
assessing corporate tax returns based on this proposed change since January 1, 2003, the recently enacted
change will not affect the Corporation’s cash position. (“Change in the Taxation of Preferred Share
Dividends™);

colder temperatures, customer growth and higher sales per customer in ATCO Gas; and

an interest and income tax expense that was recorded by Alberta Power (2000) in the second quarter of
2006. This adjustment, which reduced earnings in the second quarter of 2006 by $4.2 million, pertained to
a CRA assessment on the taxation of proceeds received from the sale of the H.R. Milner generating plant in
2001 (“H.R. Milner Income Tax Reassessment’}.

This increase was partially offset by:

$9.3 million adjustment in 2006 to reflect decreased federal and provincial taxes and rates; and
the timing and lower demand for natural gas storage capacity sold, lower storage fees and lower volumes
and margins for natural gas liquids (“NGL™) in ATCO Midstream.
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Earnings for the six months ended June 30, 2007, increased primarily due to:

o increased business activity in ATCO Structures;

e Change in the Taxation of Preferred Share Dividends;

e colder temperatures, customer growth and higher sales per customer in ATCO Gas;

o the timing and higher demand for natural gas storage capacity sold and higher storage fees in ATCO
Midstream; and

¢ H.R. Milner Income Tax Reassessment in 2006.

This increase was partially offset by:

¢ $11.7 million after tax gain in 2006 on the sale of land located in downtown Calgary;

e $9.3 million adjustment in 2006 to reflect decreased federal and provincial taxes and rates; and

o higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008
customer rates.

Revenues for the three months ended June 30, 2007, increased primarily due to:

¢ increased business activity in ATCO Structures;

e impact of 2007 interim customer rate increases for ATCO Electric approved by the Alberta Energy and
Utilities Board (“AEUB”) in December 2006; and

¢ colder temperatures, customer growth and higher sales per customer in ATCO Gas.

This increase was partially offset by:

¢ lower NGL revenue due to lower prices and volumes of natural gas purchased and resold on a “no margin”
basis, lower prices and volumes of natural gas processed for NGL extraction, and the timing and lower
demand of natural gas storage capacity sold and lower storage fees in ATCO Midstream; and

e lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s U K. operations.

Revenues for the six months ended June 30, 2007, increased primarily due to:

¢ increased business activity in ATCO Structures;

¢ the timing and higher demand of natural gas storage capacity sold and higher storage fees in ATCO
Midstream; and

e impact of 2007 interim customer rate increases for ATCO Electric approved by the AEUB in December
2006.

This increase was partially offset by:

o lower NGL revenue due to lower prices and lower volumes of natural gas purchased and resold on a “no
margin” basis and lower prices and volumes of natural gas processed for NGL extraction in ATCO
Midstream; and

¢ lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s U.K. operations.

Funds generated by operations for the three and six months ended June 30, 2007, increased primarily due
to increased earnings.

Other Recent Highlights include:

e ATCO Electric has applied to the AEUB for approval to build and operate a new 240-kV electric
transmission line in northwest Alberta. This 235 kilometre transmission line starts in the Wabasca area and
ends in the Peace River region and has an estimated cost of $210 million. ATCO Electric anticipates
completing the project by 2010 and plans to begin construction in late 2007.

e ATCO Power will build a second natural gas-fired 45 megawatt (MW) power plant in Valleyview, Alberta.
This “peaking” facility is designed to solidify provincial grid stability while providing quick access to
additional power and is expected to be completed in 2008.
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e UQSUQ Corporation, a joint venture between ATCO Frontec and Inuit owned companies in the
Arctic, has been awarded a five year contract renewal to lease and operate the bulk fuel storage
facility, the pipeline distribution system and the municipal fuel distribution system in Iqaluit,
Nunavut.

e ATCO Frontec has been awarded five contracts to provide multiple support services for up to five
years at the Kandahar Airfield in Afghanistan for the more than 10,000 troops serving NATO’s
International Security Assistance Force.

ATCO Ltd., an Alberta based worldwide organization of companies with assets of approximately
$7.8 billion and more than 7,000 employees, is comprised of three main business divisions: Power

Generation; Utilities (natural gas and electricity transmission and distribution) and Global Enterprises,
with companies active in industrial manufacturing, technology, logistics and energy services.

A SeoA’ UL S

N.C. Southern R.D. Southern
President & Chief Executive Officer Chairman of the Board
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ATCO Ltd.

MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF QPERATIONS (“MD&A”)

The following discussion and analysis of financial condition and resuilts of operations of ATCO Ltd. (the
“Corporation™) should be read in conjunction with the Corporation’s unaudited interim consolidated financial
statements for the six months ended June 30, 2007, and the audited consolidated financial statements and
management’s discussion and analysis of financial condition and results of operations for the year ended December
31, 2006 (“2006 MD&A™). Information contained in the 2006 MD&A that is not discussed in this document
remains substantially unchanged. Additional information relating to the Corporation, including the Corporation’s
Annual Information Form, is available on SEDAR at www sedar.com.

The equity securities of the Corporation consist of Class I Non-Voting Shares (“Class 1 shares™) and Class 1 Voting
Shares (“Class Il shares™).

The consolidated financial statements include the accounts of ATCQ Ltd. and all of its subsidiaries. The principal
subsidiaries are Canadian Utilities Limited (“Canadian Utilities”}, of which ATCO Ltd. owns 40.5% of the Class A
non-voting shares and 74.5% of the Class B common shares, for an aggregate ownership of 52.4%, and ATCO
Structures Inc. {“*ATCO Structures”), ATCO Noise Management Ltd. (“ATCO Noise Management”) and ATCO
Resources Ltd. (“ATCO Resources™), of which ATCO Ltd. owns 100% of the Class A non-voting and Class B
common shares. Canadian Utilities has published its unaudited consolidated financial statements and its MD&A for
the six months ended June 30, 2007. Copies of these documents may be obtained upon request from the Corporate
Secretary of Canadian Utilities at 1400 ATCO Centre, 909-1 1" Avenue S.W., Calgary, Alberta T2R 1N6 (telephone
(403) 292-7500 or fax (403) 292-7623).
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FORWARD-LOOKING INFORMATION

Certain statements contained in this MD&A constitute forward-looking statements. Forward-looking statements are
often, but not always, identified by the use of words such as “anticipate”, “plan”, “‘estimate”, “expect”, “may”,
“will”, “intend”, “should”, and similar expressions. These statements involve known and unknown risks,
uncertainties and other factors that may cause actual results or events to differ materially from those anticipated in
such forward-looking statements. The Corporation believes that the expectations reflected in the forward-looking
statements are reasonable, but no assurance can be given that these expectations will prove to be correct and such

forward-looking statements should not be unduly relied upon.

In particular, this MD&A contains forward-looking statements pertaining to contractual obligations, planned capital
expenditures, the impact of changes in government regulation, non-regulated generating capacity subject to long
term contracts and Industrials segment market developments. The Corporation’s actual results could differ
materially from those anticipated in these forward-looking statements as a result of regulatory decisions, competitive
factors in the industries in which the Corporation operates, prevailing economic conditions, and other factors, many
of which are beyond the control of the Corporation.

NON-GAAP FINANCIAL MEASURES

In this MD&A, reference is made to funds generated by operations, which is a measure that does not have a
standardized meaning under Canadian generally accepted accounting principles (“GAAP”). Funds generated by
operations is calculated on the Corporation’s consolidated statement of cash flows from operating activities before
changes in non-cash working capital. In the Corporation’s opinion, funds generated by operations is a significant
performance indicator of the Corporation’s ability to generate cash flow to fund its capital expenditures.

INTERNAL CONTROL OVER FINANCIAL REPORTING

There were no changes in the Corporation’s internal control over financial reporting that occurred during the three
months ended June 30, 2007, that have materially affected, or are reasonably likely to materially affect, the
Corporation’s internal contro] over financial reporting.

BUSINESS OF THE CORPORATION

The Corporation’s financial statements are consolidated from three Business Groups: Utilities, Power Generation
and Global Enterprises. For the purposes of financial disclosure, industrial transactions (ATCO Structures and
ATCO Noise Management) are accounted for as Industrials and corporate transactions (including commercial real
estate transactions) are accounted for as Corporate and Other (refer to Note 14 to the unaudited interim consclidated
financial statements for the six months ended June 30, 2007). Transactions between Business Groups are eliminated
in all reporting of the Corporation’s consolidated financial information.

NATURAL GAS PURCHASE CONTRACTS AND ASSOCIATED POWER GENERATION REVENUE
CONTRACT LIABILITY

The Corporation has fong term contracts for the supply of natural gas for certain of its power generation projects.
Under the terms of certain of these contracts, the volume of natural gas that the Corporation is entitled to take is in
excess of the natural gas required to generate power. As the excess volume of natural gas can be sold, the
Corporation is required to designate these entire contracts as derivative instruments. The Corporation recognized a
non-current derivative asset of $59.0 million on January 1, 2007; thereafter, the Corporation will record mark-to-
market adjustments through earnings as the fair values of these contracts change with changes in future natural gas
prices. These natural gas purchase contracts mature in November 2014.
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As all but the excess volume of natural gas is committed to the Corporation’s power generation obligations, the
Corporation could not recognize the entire fair values of these natural gas purchase contracts in its revenues.
Consequently, on January 1, 2007, the Corporation recognized a provision for a power generation revenue contract
in the amount of $44.8 million; thereafter, the Corporation will record adjustments to the power generation revenue
contract liability concurrently with the mark-to-market adjustments for the natural gas purchase contracts derivative
asset. This power generation revenue contract liability is included in deferred credits in the consolidated balance
sheet.

The mark-to-market adjustment for the derivative asset and the corresponding adjustment for the associated power
generation revenue contract liability decreased earnings by $1.0 million, net of income taxes and non-controlling
interests, for the three months ended June 30, 2007, and increased earnings by $1.3 million, net of income taxes and
non-controlling interests, for the six months ended June 30, 2007 (“Mark-to-Market Adjustment™).

SALE OF PROPERTY

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta (““Sale of Property”).
Net proceeds, after costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This
sale increased eamings for the six months ended June 30, 2006, by $11.7 million.

TXU EUROPE SETTLEMENT

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited (“TXU Europe™) which had a long term “off take” agreement for 27.5% of the power produced by
the 1,000 megawatt Barking generating plant in London, England, in which the Corporation, through Barking Power
Limited (“Barking Power”), has a 25.5% equity interest. Barking Power had filed a claim for damages for breach of
contract related to TXU Europe’s obligations to purchase 27.5% of the power produced by the Barking generating
plant. Following negotiations with the administrators, an agreement was reached with respect to Barking Power’s
claim.

In settlement of its claim, Barking Power received distributions of £144.5 million (approximately $327 million) in
2005, of which the Corporation’s share was $83.1 million, and distributions of £34.8 million (approximately $71
million) in 2006, of which the Corporation’s share was $18.2 million. Income taxes of approximately $28.5 million
relating to the distributions have been paid.

Based on the foreign currency exchange rate in effect on March 30, 2005, the Corporation’s share of this settlement
is expected to generate earnings after income taxes and non-controlling interests of approximately $35 million,
which will be recognized over the remaining term of the TXU Europe contract to September 30, 2010, at
approximately $5.5 million per year. These earnings will be dependent upon foreign currency exchange rates in
effect at the time that the earnings are recognized.

On May 31, 2007, £95.0 million of the TXU proceeds (of which the Corporatlon s share is $52.7 million), were
applied to Barking Power’s non-recourse long term debt.

H.R. MILNER INCOME TAX REASSESSMENT

In the third quarter of 2006, the Canada Revenue Agency (“CRA”) issued a reassessment for Alberta Power
(2000)’s 2001 taxation year. The CRA’s reassessment treats the proceeds received from the sale of the H.R. Milner
generating plant to the Alberta Balancing Pool as income rather than as a sale of an asset. The Corporation has
made submissions to the CRA opposing the CRA’s position, The full impact of the reassessment was a $12.4
million increase in interest and income tax expense, a $6.4 million decrease in earnings after non-controlling
interests ($4.2 million recorded in the second quarter of 2006 and $2.2 million recorded in the third quarter of 2006),
and a $28.8 million payment associated with the tax and interest assessed, paid in the third quarter of 2006. It is
expected that $16.4 million of this cash payment will be recovered by reducing income taxes payable through higher
capital cost allowance claims in future years.
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2007 CHANGE IN THE TAXATION OF PREFERRED SHARE DIVIDENDS

On June 15, 2007, an amendment to tax legislation pertaining to the taxation of preferred share dividends paid by
corporations received third reading in the House of Commons. This change pertains to taxes paid by corporations
that pay dividends on taxable preferred shares (Part V1.1 tax). Prior to this change, corporations that paid Part VI.1
tax were entitled to an income tax deduction equal to 9/4ths of the Part VL1 tax paid. This deduction was increased
to 9/3rds of the Part VI.1 tax paid effective January 1, 2003. The CRA has been assessing corporate tax returns
based on this proposed change since January 1, 2003, resulting in a reduction of taxes paid to the CRA. As this
change is now considered to have been substantively enacted, the Corporation recorded a reduction to current
income tax expense of $19.4 million in the second quarter of 2007, which resulted in increased earnings of $11.5
million after non-controlling interests. Funds generated by operations increased by $19.4 million, offset by a similar
reduction in changes in non-cash working capital, leaving the Corporation’s cash position unchanged (“Part VL1
Tax Adjustment”).

The earnings impact of the Part V1.1 Tax Adjustment by Business Group is as follows:

Years Prior First Quarter

to 2007 of 2007 Total

($ Millions)

UIELTEEES cvveveves v eeevarnve e eee e emes e eeeeemembasasbasbaessn e e b e smsereenessbesaees 2.2 0.1 2.3
POWer GENETAtION vvivvverrereeeceaeeeeeenereirissiresnrssresnesseesreessesssvasas 0.7 - 0.7
Global ENterprises .......uvoeceerceorerecisie s snessiaes 0.7 - 0.7
INAUSEFIALS ...oovvivei e eieesireras e s e eeeeeeemee e e s sn e ernasaseeabeas - - -
Corporate and Other .....ocvionerirannirs e 7.3 0.5 7.8
7 OO U U OP PO PP PPPPTPPO 10.9 0.6 11.5

2006 CHANGES IN INCOME TAXES AND RATES

In 2006, Federal and provincial governments announced a number of changes to income taxes and rates. As a result
of these changes, the Corporation made an adjustment to income taxes amounting to $14.9 million in the second
quarter of 2006, most of which related to future income taxes. The adjustment incréased 2006 earnings by $9.3
million after non-controlling interests, of which $1.0 million related to the Utilities Business Group, $5.0 million to
the Power Generation Business Group, $1.2 million to the Global Enterprises Business Group, $2.4 million to the
Industrials segment, and $(0.3) million to Corporate and Other.
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SELECTED QUARTERLY INFORMATION

For the Three Months Ended

($ Millions except per share data) Mar.31  Jun, 30 Sep. 30 Dec. 31
(unaudited)
2007 (1) (2)
ReVENUES. ... 829.6 691.7 s
Earnings attributable to Class [ and Class II shares...........cccooneven. 8l.6 353 i e
Earnings per Class I and Class H share..........coeciinnnn, 1.40 095 i e
Diluted earnings per Class | and Class Il share ... 1.38 094 .
2006 (1) (2)
REVENLES ..ottt st et e rene s asas s s 7327 6554 6634 809.4
Earnings attributable to Class [ and Class IT shares (3) ......cccvenne. 63.0 43.6 44.4 56.0
Earnings per Class I and Class 11 share (3) ..., 1.05 0.73 0.75 0.95
Diluted earnings per Class 1 and Class Il share (3).......ccoovininn 1.04 0.72 0.74 0.95
2005 (1) (2)
REVEIUES. .. ...iiiiiriiiiriiiereseieseeee s s seses st sa st ss st s st smsanas | sassseminseness  4ssnesssassises 626.0 788.5
Earnings attributable to Class [ and Class [ shares...........coovveiis o il 26.1 52.2
Earmnings per Class [ and Class 1T share.........ccocoiivrinnrninis ivimicins reeeeeeeeeieas 0.44 0.87
Diluted earnings per Class 1 and Class 11 share .......cocccevivcviiiies i vevvvevennions 043 0.86
Notes:

{1} There were no discontinued operations or extraordinary items during these periods.

(2) Due fo the seasonal nature of the Corporation’s operations, changes in electricity prices in Alberta, the liming
and demand of natural gas storage capacity sold, changes in natural gas storage fees and the timing of rate
decisions, revenues and earnings for any quarter are not necessarily indicative of operations on an annual
basis.

(3) Includes earnings of $11.7 million ($0.20 per share) from the Sale of Property for the three months ended
March 31, 2006.

(4) The above data has been extracted from the financial statements which have been prepared in accordance with
Canadian generally accepted accounting principles and the reporting currency is the Canadian dollar.

RESULTS OF OPERATIONS

The principal factors that have caused variations in revenues and earnings over the eight most recently completed
quarters necessary to understand general trends that have developed and the seasonality of the businesses disclosed
in the 2006 MD&A remain substantially unchanged, except for the impact of the 2007 change in the taxation of
preferred share dividends.
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Consolidated Operations

Revenues, earnings attributable to Class I and Class 11 shares, and earnings and diluted earnings per share were as
follows:

For the Three For the Six
Months Ended Months Ended
June 30 June 30
(3 Millions, except per share data) 2007 2006 2007 2006
(unaudited)
Revenues (1) (2) oottt csssnssanes 691.7 655.4 1,521.3 1,388.1
Earnings attributable to Class I and Class I1 shares (1) (2) (3) .......... 55.3 43.6 136.9 106.6
Earnings per Class I share and Class Ii share (1) (2) (3) .ooeevevviceenns 0.95 0.73 2.35 1.78
Diluted earnings per Class I share and Class Il share (1) (2) (3) ....... 0.94 0.72 232 1.76

Notes:

(1) There were no discontinued operations or extraordinary items during these periods.

{2) Due to the seasonal rature of the Corporation’s operations, changes in electricity prices in Alberta, the timing
and demand of natural gas storage capacity sold, changes in natural gas storage fees and the timing of rate
decisions, revenues and earnings for any quarter are not necessarily indicative of operations on an annual
basis.

(3) Includes earnings of 811.7 million (80.20 per share) from the Sale of Property for the six months ended June
30, 2006.

(4) The above data has been extracted from the financial statements which have been prepared in accordance with
Canadian generally accepted accounting principles and the reporting currency is the Canadian dollar.

Revenues for the three months ended June 30, 2007, increased by $36.3 million to $691.7 million, primarily due to:
¢ increased business activity in ATCO Structures;
e impact of 2007 interim customer rate increases for ATCO Electric approved by the Alberta Energy and
Utilities Board (“AEUB™) in December 2006 (refer to Regulatory Matters — ATCO Electric section);
o colder temperatures, customer growth and higher sales per customer in ATCO Gas; and
e  higher franchise fees collected by ATCO Gas on behalf of cities and municipalities.

This increase was partially offset by:

s lower natural gas liquids (“NGL") revenue due to lower prices and volumes of natural gas purchased and
resold on a “no-margin” basis, lower prices and volumes of natural gas processed for NGL extraction, and
the timing and demand of natural gas storage capacity sold and lower storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Operations — ATCO Midstream section);

e lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s United Kingdom
(“U.K.”) operations; and

¢ impact of one-time customer rate adjustments approved by the AEUB in the ATCO Gas General Rate
Application (“GRA™) Decision recorded in the second quarter of 2006 (refer to Regulatory Matters —
ATCO Gas section).

Revenues for the six months ended June 30, 2007, increased by $133.2 million to $1,521.3 million, primarily due
to:
s increased business activity in ATCO Structures;
¢ the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Operations — ATCO Midstream section);
s impact of 2007 interim customer rate increases for ATCO Electric approved by the AEUB in December
2006 (refer to Regulatory Matters — ATCO Electric section),
e colder temperatures, customer growth and higher sales per customer in ATCO Gas; and
e impact of higher UK. exchange rates on conversion of revenues to Canadian dollars in ATCO Power’s
U.K. operations.
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This increase was partially offset by:

lower NGL revenue due to lower prices and volumes of natural gas purchased and resold on a “no-margin”
basis and lower prices and volumes of natural gas processed for NGL extraction in ATCO Midstream;
lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s U.K. operations; and
impact of one-time customer rate adjustments approved by the AEUB in the ATCO Gas GRA Decision
recorded in the second quarter of 2006 (refer to Regulatory Matters — ATCO Gas section).

Earnings attributable to Class I and Class Il shares for the three months ended June 30, 2007, increased by
$11.7 million ($0.22 per share} to $55.3 million (30.95 per share), primarily due to:

increased business activity in ATCO Structures;

$11.5 million Part V1.1 Tax Adjustment {refer to 2007 Change in the Taxation of Preferred Share
Dividends section);

colder temperatures, customer growth and higher sales per customer in ATCO Gas; and

H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

This increase was partially offset by:

$9.3 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section);

the timing and demand for natural gas storage capacity sold, lower storage fees and lower volumes and
margins for NGL in ATCO Midstream (refer to Business Risks — Non-Regulated Operations — ATCO
Midstream section);

higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008
customer rates (refer to Regulatory Matters — ATCO Electric section); and

higher operating and maintenance expenses and depreciation expenses in ATCO Gas due to customer
growth and increased capital expenditures.

Earnings attributable to Class 1 and Class I shares for the six months ended June 30, 2007, were $136.9 million
($2.35 per share), compared to $106.6 million in 2006, including the $11.7 million after tax gain on Sale of
Property in 2006, an increase of $30.3 miltion ($0.57 per share).

Earnings attributable to Class I and Class [l shares for the six months ended June 30, 2007, were $136.9 million
($2.35 per share), compared to $94.9 million in 2006, excluding the $11.7 million after tax gain on Sale of Property
in 2006, an increase of $42.0 million (30.77 per share), primarily due to:

L]
L]

increased business activity in ATCO Structures;

$11.5 million Part V1.1 Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share
Dividends section);

colder temperatures, customer growth and higher sales per customer in ATCO Gas;

the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Operations ~ ATCO Midstream section); and

H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

This increase was partially offset by:

$9.3 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section);

higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008
customer rates (refer to Regulatory Matters — ATCO Electric section);

higher operating and maintenance expenses and depreciation expenses in ATCO Gas due to customer
growth and increased capital expenditures;

increased share appreciation rights expense due to changes in Canadian Utilities Limited Class A non-
voting share and ATCO Ltd. Class | share prices since December 2006; and

lower volumes and margins for NGL in ATCO Midstream (refer to Business Risks — Non-Regulated
Operations — ATCO Midstream section).
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Operating expenses (consisting of natural gas supply, purchased power, operation and maintenance, selling and
administrative and franchise fee costs) for the three and six months ended June 30, 2007, increased by $41.4 million
to $438.6 million, and by $75.0 million to $900.1 million, respectively, primarily due to:
» increased business activity in ATCO Structures;
o higher franchise fees collected by ATCO Gas on behalf of cities and municipalities;
e higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008
customer rates (refer to Regulatory Matters — ATCO Electric section); and
e  higher operating and maintenance expenses in ATCO Gas due to customer growth and increased capital
expenditures.

This increase was partially offset by:
s lower natural gas fuel purchases recovered on a “no-margin™ basis in ATCO Power’s U.K. operations; and
¢ lower prices and volumes of natural gas purchased and resold on a “no-margin” basis for NGL extraction in
ATCO Midstream.

Depreciation and amortization expenses for the three and six months ended June 30, 2007, decreased by $7.9
million to $90.6 million, and by $1.9 million to $190.7 mitlion, respectively, primarily due to:
e one-time amottization charge of certain deferred items approved by the AEUB in the ATCO Gas GRA
Decision recorded in the second quarter of 2006.

This decrease was partially offset by:
s capital additions in 2007 and 2006.

Interest expense for the three and six months ended June 30, 2007, decreased by $6.8 million to $57.! million and
by $5.5 million to $115.0 million, respectively, primarily due to:

s repayment of non-recourse financings in 2007 and 2006; and

« H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

This decrease was partially offset by:
» interest on new financings issued in 2006 to fund capital expenditures in Utilities operations.

Interest and other income for the three months ended June 30, 2007, decreased by $1.3 million to $14.0 million,
primarily due to:
s Mark-to-Market Adjustment (refer to Natural Gas Purchase Contracts and Associated Power Generation
Revenue Contract Liability section).

Interest and other income for the six months ended June 30, 2007, increased by $10.9 million to $36.5 million,
primarily due to:
s higher short term interest rates on cash investments; and
*  Mark-to-Market Adjustment (refer to Natural Gas Purchase Contracts and Associated Power Generation
Revenue Contract Liability section).

Income taxes for the three months ended June 30, 2007, decreased by $8.3 million to $14.3 million, primarily due
to:
e $11.5 million Part VI.I Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share
Dividends section); and
e H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

This decrease was partially offset by:
e higher earnings; and
o  $9.3 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section).

Income taxes for the six months ended June 30, 2007, including the $2.6 million in income taxes resulting from the
Sale of Property in 2006, increased by $4.9 million.
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Income taxes for the six months ended June 30, 2007, excluding the $2.6 million in income taxes resulting from the
Sale of Property in 2006, increased by $7.5 million, primarily due to:
¢ higher earnings; and
e $9.3 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section).

This increase was partiatly offset by:
e $11.5 million Part VI.1 Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share
Dividends section}; and
e H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

The interests of non-controlling share owners for the three and six months ended June 30, 2007, increased by
$4.9 million to $47.7 million, and by $27.0 million to $120.8 million, respectively, primarily due to:
» higher eanings in Canadian Utilities.

Segmented Information

Segmented revenues for the three and six months ended June 30, 2007, were as foliows:

For the Three For the Six
Months Ended Months Ended
June 30 June 30
($ Millions) 2007 2006 2007 2006
(unaudited)
UHHEES .o ie s isr s rne s rrrressasmssaensnerasm s rensssansamsensamansann 270.7 246.3 6154 575.0
POWET GENETAION ..tevveivsiierrirrereririsrirereeseessaessaeaeasaessasaseascameasaaneasans 187.1 192.0 405.8 392.4
Global ENTEIPriSes ....ciovevveviveverecrniorereesrnrersrmireisrsrereseessssssseesaessicns 148.1 173.2 330.0 3273
INAUSTFIALS .ot cre e e s e st et sre st e ree s e e saneraenenee 120.9 80.2 241.0 161.7
Corporate and Other ... e 4.4 4.1 88 84
Intersegment eliMinations........ccovicie i cseen e (39.5) {40.4) (7.7) {(76.7)
TOAL....oiiie i ieecei it et ieteearcanaeerrseesnareesassrseerararsrararaarasrnrsararseaes 691.7 6554 1,521.3 1,388.1

Segmented earnings attributable to Class I and Class IT shares for the three and six months ended June 30, 2007,
were as follows:

For the Three For the Six
Months Ended Months Ended
June 30 June 30
($ Millions) 2007 2006 2007 2006
(unaudited)
IS 1.vevceeceeierrenaiesranarennsnerasseonnaresesnsenernenconesssnsaseensnssssesnsnsssees 14.9 93 40.6 30.2
PoWer Generation .........cococerevereresernersnesnnesiserreseesassassressnecrsssrmssneees 15.5 15.7 40.0 30.0
Global Enterprises ......cvvirimioieiiie e 9.7 14.8 32.2 26.7
INAUSEIIALS ..o e e e 12.4 6.0 21.5 11.8
Corporate and Other (1)...o.vveereerevrineeimirernim e eseeeseesenees 34 (1.0} 39 10.4
Intersegment eliminations........ccooe it e cnsssesene s (0.6) (1.2) (1.3) (2.5)
TOUL. 1 cveiicrieieee et e ees et esrssuee b e s e e s an e e rsrn e r e rares 55.3 43.6 136.9 106.6

Note:
(1) Includes eavnings of $11.7 million (80.20 per share) from the Sale of Property for the six months ended June
30, 2006 (refer to Sale of Property section).
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Utilities

Revenues from the Utilities Business Group for the three months ended June 30, 2007, increased by $24.4 million
t0 $270.7 million, primarily due to:
e impact of 2007 interim customer rate increases for ATCO Electric approved by the AEUB in December
2006 (refer to Regulatory Matters — ATCO Electric section);
e colder temperatures, customer growth and higher sales per customer in ATCO Gas; and
s higher franchise fees collected by ATCO Gas on behalf of cities and municipalities.

This increase was partially offset by:
e impact of onc-time customer rate adjustments approved by the AEUB in the ATCO Gas GRA Decision
recorded in the second quarter of 2006 (refer to Regulatory Matters — ATCO Gas section).

Temperatures in ATCO Gas for the three months ended June 30, 2007, were 5.5% colder than normal, compared to
25.7% warmer than normal for the corresponding period in 2006.

Revenues for the six months ended June 30, 2007, increased by $40.4 million to $615.4 million, primarily due to:
e impact of 2007 interim customer rate increases for ATCO Electric approved by the AEUB in December
2006 (refer to Regulatory Matters —~ ATCO Electric section); and
s colder temperatures, customer growth and higher sales per customer in ATCO Gas.

This increase was partially offset by:
e impact of one-time customer rate adjustments approved by the AEUB in the ATCO Gas GRA Decision
recorded in the second quarter of 2006 (refer to Regulatory Matters — ATCO Gas section).

Temperatures in ATCO Gas for the six months ended June 30, 2007, were 2.9% warmer than normal, compared to
10.7% warmer than normal for the corresponding period in 2006,

Earnings for the three and six months ended June 30, 2007, increased by $5.6 million to $14.9 million, and by
$10.4 million to $40.6 million, respectively, primarily due to:
» colder temperatures, customer growth and higher sales per customer in ATCO Gas; and
e  $2.3 million Part V1.l Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share Dividends
section).

This increase was partially offset by:
s higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008
customer rates (refer to Regulatory Matters — ATCO Electric section);
e higher operating and maintenance expenses and depreciation expenses in ATCO Gas due to customer
growth and increased capital expenditures; and
#  $1.0 million adjustment in 2006 to reflect tax changes (refer to 2006 Changes in Income Taxes and Rates
section),

Utilities Business Group capital expenditures to maintain capacity and meet planned growth are expected to be
approximately $600 million in 2007, The total three year (2007-2009) anticipated capital expenditures in the
Utilities Business Group are expected to be approximately $2.1 billion.

Power Generation

Revenues from the Power Generation Business Group for the three months ended June 30, 2007, decreased by $4.9
million to $187.1 million, primarily due to:
¢ lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s U.K. operations.

This decrease was partially offset by:
» increased availability due to timing of outages in 2006 in ATCO Power’s U.K. operations;
e impact of higher U.K. exchange rates on conversion of revenues to Canadian dollars in ATCO Power’s
U.K operations; and
e higher revenues in ATCO Power’s Australian operations due to higher power prices.
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Revenues for the six months ended June 30, 2007, increased by $13.4 million to $405.8 million, primarily due to:
» impact of higher U.K. exchange rates on conversion of revenues to Canadian dollars in ATCO Power’s
U.K operations;
» higher revenues in ATCO Power’s Australian operations due to higher power prices; and
s increased availability due to timing of outages in 2006 in ATCO Power’s U.K. operations.

This increase was partially offset by:
s lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s U.K. operations.

Earnings for the three months ended June 30, 2007, were substantially unchanged.

Earnings for the six months ended June 30, 2007, increased by $10.0 million to $40.0 million, primarily due to:
¢ H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section);
and
¢ improved merchant performance, increased availability due to the timing of outages in 2006, and higher
exchange rates on conversion of earnings to Canadian dollars in ATCO Power’s UK. operations.

This increase was partially offset by:
e  $5.0 million adjustment in 2006 to reflect tax changes for ATCO Power and ATCO Resources (refer to
2006 Changes in Income Taxes and Rates section).

Impacting Alberta Power {2000)’s revenues and earnings for the three and six months ended June 30, 2007, were
lower Power Purchase Arrangement (“PPA™) tariffs due to declining rate bases at the Battle River and Sheerness
generating plants and a decline in the return on common equity rate (2007 — 8.65%, 2006 — 8.75%). These return on
common equity rates are based on long term Government of Canada bond yields plus 4.5%.

Alberta Power Pool Electricity Prices

Spark spread is related to the difference between Alberta Power Pool electricity prices and the marginal cost of
producing electricity from natural gas. These spark spreads are based on an approximate industry heat rate of 7.5
gigajoules per megawatt hour.

Changes in spark spread affect the results of approximately 476 megawatts of plant capacity owned in Alberta by
ATCO Power, ATCO Resources and Alberta Power (2000) out of a total Alberta owned capacity of approximately
1,846 megawatts and a worldwide owned capacity of approximately 2,695 megawatts.

Alberta Power Pool electricity prices for the three months ended tune 30, 2007, averaged $49.87 per megawatt hour,
compared to average prices of $53.61 per megawatt hour for the corresponding period in 2006. Natural gas prices
for the three months ended June 30, 2007, averaged $6.73 per gigajoule, compared to average prices of $5.68 per
gigajoule for the corresponding pertod in 2006. The consequence of these electricity and natural gas prices was an
average spark spread of $(0.62) per megawatt hour for the three months ended June 30, 2007, compared to $10.99
per megawatt hour for the corresponding period in 2006.

Alberta Power Pool electricity prices for the six months ended June 30, 2007, averaged $56.58 per megawatt hour,
compared to average prices of $55.23 per megawatt hour for the corresponding period in 2006. Natural gas prices
for the six months ended June 30, 2007, averaged $6.87 per gigajoule, compared to average prices of $6.41 per
gigajoule for the corresponding period in 2006. The consequence of these electricity and natural gas prices was an
average spark spread of $5.07 per megawatt hour for the six months ended June 30, 2007, compared to $7.17 per
megawatt hour for the corresponding period in 2006.

Deferred Availability Incentives
During the three months ended June 30, 2007, Alberta Power (2000)’s deferred availability incentive account

decreased by $3.6 million to $42.6 million. The decrease was due to planned outages and the quarterly amortization
of deferred availability incentives. During the three months ended June 30, 2007, the amortization of deferred
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availability incentives, recorded in revenues, increased by $0.4 million to $3.0 million, compared to the same period
in 2006.

During the six months ended June 30, 2007, Alberta Power (2000)’s deferred availability incentive account
increased by $3.0 million to $42.6 million. The increase was due to additional availability incentives received for
improved plant availability net of quarterly amortization and planned outages. During the six months ended June
30, 2007, the amortization of deferred availability incentives, recorded in revenues, increased by $0.6 million to $5.9
million, compared to the same period in 2006.

Recent Developments

The Piikani Nation of Brockett, Alberta, exercised their option, on July 1, 2007, to purchase a 25% interest in ATCO
Power’s and ATCO Resources’ 32 megawatt hydroelectric generating plant at the Oldman River dam near Pincher
Creek, Alberta.

On May 10, 2007, ATCO Power announced that it will construct a 45 megawatt natural gas-fired unit for its
Valleyview generating plant in Valleyview, Alberta. All of the electricity produced by the unit will be sold to the
Alberta Power Pool. Construction of the unit is scheduled for completion in 2008.

Alberta Power (2000) operated the Rainbow generating plant during 2006 and the electricity generated was sold to
the Alberta Power Pool. Alberta Power (2000) had one year after the expiry of the PPA for the Rainbow generating
plant (December 31, 2005) to determine whether to decommission the plant in order to fully recover plant
decommissioning costs or to continue to operate the plant. In the first quarter of 2007 the Alberta Electric System
Operator (“AESO”) and Alberta Power (2000) executed a contract resulting in Alberta Power (2000) continuing to
operate the plant and thus be responsible for future decommissioning costs. These costs are included in Alberta
Power (2000)’s asset retirement obligation liability.

Global Enterprises

Revenues from the Global Enterprises Business Group for the three months ended June 30, 2007, decreased by
$25.1 million to $148.1 million, primarily due to:

e lower NGL revenue due to lower prices and volumes of natural gas purchased and resold on a “no-margin”
basis, lower prices and volumes of natural gas processed for NGL extraction, and the timing and demand of
natural gas storage capacity sold and lower storage fees in ATCO Midstream (refer to Business Risks -
Non-Regulated Operations — ATCO Midstream section).

Revenues for the six months ended June 30, 2007, increased by $2.7 million to $330.0 million, primarily due to:
s the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Operations — ATCO Midstream section).

This increase was partially offset by:
s lower NGL revenue due to lower prices and volumes of natural gas purchased and resold on a “no-margin”
basis and lower prices and volumes of natural gas processed for NGL extraction in ATCO Midstream.

Earnings for the three months ended June 30, 2007, decreased by $5.1 million to $9.7 million, primarily due to:
e the timing and demand of natural gas storage capacity sold lower storage fees and lower volumes and
margins for NGL in ATCO Midstream (refer to Business Risks — Non-Regulated Operations — ATCO
Midstream section).

Earnings for the six months ended June 30, 2007, increased by $5.5 million to $32.2 million, primarily due to:
+ the timing and demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream
(refer to Business Risks — Non-Regulated Operations — ATCO Midstream section).

This increase was partially offset by:

s lower volumes and margins for NGL in ATCO Midstream (refer to Business Risks — Non-Regulated
Operations — ATCO Midstream section).
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ATCO Midstream

ATCO Midstream provides natural gas producers gathering, processing and liquids extraction services and natural
gas storage.

The difference between natural gas cost and the NGL’s value on a heat content equivalent basis is commonly
referred to as the frac spread. ATCO Midstream’s frac spreads can vary with fluctuations in the natural gas and
NGL pricing. Frac spreads can be volatile, as shown in the following graph, which illustrates monthly frac spreads
during the period of January 2003 to June 2007,

Frac Spread
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The above table represents measurements of frac spreads as reported by an independent consultant and does not
necessarily represent the frac spreads received by ATCO Midstream.

Fluctuations in frac spreads may have a significant impact on ATCO Midstrearm’s earnings and cash flow from
operations in the future. A $1.00 change in the average annual frac spread may impact annual earnings by as much
as $7 million. Total capacity of ATCO Midstream’s NGL plants is 411 million cubic feet per day.

The majority of ATCO Midstream’s natural gas storage revenues comes from seasonal differences (summer/winter)

in the price of natural gas. Recognition of ATCO Midstream’s revenues is determined through the terms of the
contractual arrangements.
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Summer/winter natural gas storage differential can be very volatile, as shown in the following graph, which
illustrates a range of differentials experienced during the storage periods from 2003-2004 to 2007-2008.
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ATCO Frontec

In June 2007, the Corporation was awarded five NATO support contracts at the Kandahar Airfield in Afghanistan
for up to five years. Specific sectors of responsibility will include fire and crash rescue, visiting aircraft cross-
servicing services, roads and grounds maintenance, facility maintenance, construction,, engineering, equipment and
vehicle maintenance, aircraft movement control and terminal transport, accommodation services, supply operations,
airfield mechanical transport, delivery of potable water, sewage management, and waste management and disposal.

In June 2007, UQSUQ Corporation, a joint venture between ATCO Frontec and Nunavut Petroleum, was awarded a
five year contract renewal to lease and operate the 79 million litre bulk fuel storage facility, the pipeline distribution
system and the municipal fuel distribution system in Igaluit, Nunavut.

Industrials

Revenues from the Indusirials segment for the three and six months ended June 30, 2007, increased by $40.7
million to $120.9 million, and by $79.3 million to $241.0 million, respectively, primarily due to:

s increased business activity in ATCO Structures’ manufacturing operations in Canada and Australia; and

e increased business activity in ATCO Structures’ space rentals operations in Canada.

Earnings for the three months ended June 30, 2007, increased by $6.4 million to $12.4 million, primarily due to:
» increased business activity in ATCO Structures’ manufacturing operations in Canada.

This increase was partially offset by:
s $2.4 million adjustment in 2006 to reflect tax changes for ATCO Structures (refer to 2006 Changes in
Income Taxes and Rates section),

Earnings for the six months ended June 30, 2007, increased by $9.7 million to $21.5 million, primarily due to:
» increased business activity in ATCO Structures’ manufacturing operations in Canada and Australia; and
e 2006 losses incurred in ATCO Structures’ operations in Europe (which were discontinued in the first
quarter of 2006). '

This increase was partially offset by:
+ $2.4 million adjustment in 2006 to reflect tax changes for ATCO Structures (refer to 2006 Changes in
Income Taxes and Rates section).
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ATCO Structures

ATCO Structures is engaged in the manufacture, sale and lease of transportable shelters and related products.
ATCO Structures has marketed and installed its manufactured products in over 105 countries around the world since
1947 and has established a reputation as a leader in the international supply of relocatable shelter products. Products
sold are manufactured in Canada, the United States, Australia and Chile and under subcontract in other jurisdictions.

ATCO Structures’ operating information:

For the Three For the Six
Months Ended Months Ended
June 30 June 30
(3 Millions) 2007 2006 2007 2006
(unaudited)
Manufacturing hours. ..o 367,567 293,037 777,464 567,750
Space Rentals Fleet
NUMDbEL Of UNILS 1ocvvreieieceeciteerectre s e e re e e s e s e ern e erresaeeas 10,127 8,350 10,127 8,350
UGHHZAON [P0} .eveeeeeeiieee s sae et e ressesenesasa e e snnens 83 84 83 84
Average Rental Rate per Month (8} ..o 450 354 446 357
Workforce Housing Fleet:
INEMBET OF UNIES 1vvevies st ebe s 2,398 2,465 2,398 2,465
UHHZAION (Y0) 1eeveisiairiveirereririrsnrsmssessressessassesscrsensasssessanseseseeneenes 85 88 86 89
Average Rental Rate per Month ($).......c.oovervvevrnrncrvserrncencinicncns 1,055 1,614 1,122 1,056

In February 2007, ATCO Structures announced that it had entered into a contract with Manitoba Hydro, on behalf of
the Wuskwatim Power Limited Partnership, to design, manufacture, transport, and install workforce housing to
accommodate the 624 people required to build the $1.2 billion Wuskwatim Generating Station. The Wuskwatim
Power Limited Partnership is a joint undertaking between Manitoba Hydro and the Nisichawayasihk Cree Nation of
Nelson House. As part of the contract, ATCQ Structures will also provide training and employment opportunities
for aboriginal and northern residents. Workforce housing facilities will include dormitories, a kitchen/diner
complex, a beverage/recreation building, a chapel, office complexes, laboratory and security gatehouse. Once
complete, the total facility will be 117,800 square feet. Manufacturing of the 162 modular units will begin this fall
with installation starting in the fourth quarter of 2007. Completion is scheduled for the spring of 2008.

Corporate and Other

Earnings for the three months ended June 30, 2007, increased by $4.4 million to $3.4 million, primarily due to:
«  $7.8 million Part V1.1 Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share Dividends
section); and
¢ higher short term interest rates on cash investments.

This increase was partially offset by:
¢ increased share appreciation rights expense due to changes in Canadian Utilities Limited Class A non-
voting share and ATCO Ltd. Class 1 share prices since March 31, 2007,

Earnings for the six months ended June 30, 2007, decreased by $6.5 million to $3.9 million, including the $11.7
million after tax gain on Sale of Property in 2006.

Earnings for the six months ended June 30, 2007, increased by $5.2 million to $3.9 million, excluding the $11.7
million after tax gain on Sale of Property in 2006, primarily due to:
e  $7.8 million Part V1.1 Tax Adjustment (refer to 2007 Change in the Taxation of Preferred Share Dividends
section); and
o higher short term interest rates on cash investments.
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This increase was partially offset by:
* increased share appreciation rights expense due to changes in Canadian Utilities Limited Class A non-
voting share and ATCO Ltd. Class 1 share prices since December 31, 2006.

REGULATORY MATTERS

Regulated operations are conducted by wholly owned subsidiaries of Canadian Utilities’ wholly owned subsidiary,
CU Inc.:
e ATCO Electric and its subsidiaries Northland Utilities (NWT), Northland Utilities (Yellowknife) and
Yukon Electrical,
e the ATCO Gas and ATCO Pipelines divisions of ATCO Gas and Pipelines Ltd.; and
s the Batile River and Sheerness generating plants of Alberta Power (2000).

Regulated operations in Alberta (except for the generating plants of Alberta Power (2000)) are subject to a generic
cost of capital regime:

e inJuly 2004, the AEUB issued the generic cost of capital decision which established, among other things:

o a standardized approach for each utility company regulated by the AEUB for determining the rate of
return on common equity;
= rate of return adjusted annually by 75% of the change in long term Government of Canada bond
yield as forecast; and
*  adjustment mechanism similar to the method the National Energy Board uses in determining its
formula based rate of return;
o the capital structure for each utility regulated by the AEUB; and

¢ in November 2005, the AEUB announced a generic return on common equity of 8.93% for 2006;

e in January 2006, the AEUB clarified that the generic return on equity determined on an annual basis in
accordance with the generic cost of capital decision should apply to each year of the test period in the
companies’ applications. If no rate applications are filed for a particular year, then there will be no
adjustment to the common equity rate of return for that year; and

s  in November 2006, the AEUB announced a generic return on common equity of 8.51% for 2007.

ATCO Electric, ATCO Gas and ATCO Pipelines purchase information technology services, and ATCO Electric and
ATCO Gas also purchase customer care and billing services, from ATCO [-Tek. The recovery of these costs in
customer rates is subject to AEUB approval. Since 2003, the costs have been approved on a placeholder basis, and
are subject to final AEUB approval after completion of the collaborative benchmarking process.

ATCO Electric

In March 2006, the AEUB issued a decision on ATCO Electric’s 2005 and 2006 General Tariff Application
(“ATCO Electric GTA Decision™):

s which established, among other things, the amount of revenue to be collected in 2005 and 2006 from
customers for transmission and distribution services and approved a return on common equity as
determined by the AEUB’s standardized rate of return methodotogy — ¢.5% in 2005 and 8.93% in 2006;

e ATCO Electric’s 2005 eamnings were negatively impacted by $1.3 million, recorded in first quarter of 2006,
and

e ATCO Electric’s 2006 earnings were reduced by an additional $1.6 million, compared to 2005 earnings,
recorded throughout 2006.

In August 2006, the AEUB approved the AESO application for the need to improve transmission infrastructure in
northwest Alberta:
* AEUB decision grants the AESO approval to assign to the Transmission Facility Owner, ATCO Electric,
work consisting of several distinct projects which will result in 725 kilometres of new transmission line to
be constructed by 2011
¢ in June 2007, the first of these distinct projects was assigned to ATCO Electric by the AESO. This
project consists of a 235 kilometre transmission ling with an estimated cost of $210 million, and is
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anticipated to be completed by 2010. ATCO Electric has applied to the AEUB for approval to build
and operate this project; and
o as a result of price escalation caused by the change in completion date of the remaining distinct
projects (post 2010), coupled with the increasing costs of construction in Alberta, ATCO Electric is
unable, at this time, to estimate the cost of the entire project; and
e  ATCO Electric anticipates that an additional 180 kilometres of transmission line projects will be required in
its service area over the next five years.

In November 2006, ATCO Electric filed a general tariff application with the AEUB for the 2007 and 2008 test
years:
e requesting, among other things, increased revenues to recover increased financing, depreciation and
operating costs associated with increased rate base in Alberta;
a decision from the AEUB on the general tariff application is not expected until late 2007;
in November 2006, ATCO Electric filed an application requesting interim refundable rates for transmission
and distribution operations, pending the AEUB’s decision on the general tariff application; and
e on December 19, 2006, ATCO Electric received a decision from the AEUB approving interim refundable
rate increases amounting to 50% of ATCO Electric’s requested increases for transmission and distribution
operations.

ATCO Gas

In January 2006, the AEUB issued a decision on ATCO Gas’ 2005, 2006 and 2007 General Rate Application
(*ATCO Gas GRA Decision™):
¢ which, among other things, established the amount of revenue to be collected over the period 2005 to 2007
from customers for natural gas distribution service and approved a return on common equity as determined
by the AEUB’s standardized rate of return methodology - 9.5% in 2005, 8.93% in 2006 and 8.51% in
2007,

In May 2006, the City of Calgary filed a Review and Variance application with the AEUB for the ATCO Gas GRA
Decision:
o the application alleges that the AEUB made errors in the ATCO Gas GRA Decision related to the
calculation of working capital needed by ATCO Gas to operate its Carbon natural gas storage facility;
o the AEUB issued its decision on January 17, 2007, denying the City of Calgary’s application; and
e on February 135, 2007, the City of Calgary filed for leave to appeal this decision with the Alberta Court of
Appeal. The appeal was heard on June 19, 2007.

In October 2006, ATCO Gas also filed a Review and Variance application with the AEUB for the ATCO Gas GRA
Decision:
s the application alleges that the AEUB made errors in the ATCO Gas GRA Decision related to the
approved level of administrative expenses;
+ in December 2006, the AEUB issued a decision in which it acknowledged an error for a portion of the
administrative expenses in question;
s on April 18, 2007, ATCO Gas was advised by the AEUB that it would grant ATCO Gas’ request to hear its
Review and Variance application. A schedule for the hearing has not yet been determined; and
e on May 30, 2007, the AEUB issued a written process to be completed by September 5, 2007. A final
AEUB decision is not expected until the fourth quarter of 2007.

ATCO Gas owns a 43.5 petajoule natural gas storage facility located at Carbon, Alberta. ATCO Gas has leased the
entire storage capacity of the facility to ATCO Midstream. ATCO Gas has taken the position that the facility is no
longer required for utility service and should be removed from regulation. In the process of obtaining AEUB
approval, the following events are significant:
e in July 2004, the AEUB initiated a written process to consider its role in regulating the operations of the
facility;
e in June 2005, the AEUB issued a decision with respect to this process. In addition to addressing other
matters, the decision found that the AEUB has the authority, when necessary in the public interest, to direct
a utility to utilize a particular asset in a specific manner, even over the objection of the utility;
e  ATCO Gas filed for leave to appeal the decision with the Alberta Court of Appeal;
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e in October 2005, the AEUB established processes to review the use of the facility for utility purposes;

a hearing to review the use of the facility for revenue generation was held in April 2006 and a hearing to
review the use of the facility for load balancing was held in June 2006. On October 11, 2006, the AEUB
issued a decision confirming ATCO Gas’ position that the facility is no longer required for utility service
with respect to the use of the facility for load balancing purposes. The City of Calgary has filed a leave to
appeal and a Review and Variance application of this decision;

o on February 5, 2007, the AEUB issued a decision in which it determined that a legitimate utility use for the
facility is that it be used for purposes of generating revenues to offset customer rates. This decision
requires ATCO Gas to maintain the status quo with respect to the use of the Carbon facility including the
lease of the entire storage facility to ATCO Midstream. On February 26, 2007, ATCO Gas filed for leave
to appeal this decision with the Alberta Court of Appeal (refer to Business Risks — Regulated Operations —
Carbon Natural Gas Storage Facility section); and

s the Alberta Court of Appeal has set a hearing to address the ATCO Gas leave to appeal with respect to the
Carbon storage facility for September 18, 2007.

ATCO Gas has filed an application with the AEUB to address, among other things, corrections required to historical
transportation imbalances (the process whereby third party natural gas supplies are reconciled to amounts actually
shipped in the Corporation’s pipelines) that have impacted ATCO Gas’ deferred gas account:

* in April 2005, the AEUB issued a decision resulting in a 15% decrease in the transportation imbalance
adjustments sought by ATCO Gas. The decision resulted in a decrease to ATCO Gas’ 2005 revenues and
earnings of $1.8 million and $1.2 millien, respectively; and

e the City of Calgary filed for leave to appeal the AEUB’s decision. ATCO Gas filed a cross appeal of the
AEUB’s decision. The leave to appeal was heard by the Alberta Court of Appeal on April 18, 2006. On
July 7, 2006, the Alberta Court of Appeal issued its decision granting the City of Calgary’s leave to appeal
on the question of whether the AEUB erred in law or jurisdiction in assuming that it had the authority to
allow recovery in 2005, for costs relating to prior years. ATCO Gas’ cross appeal was denicd. At a
hearing on April 13, 2007, the Alberta Court of Appeal declined to consider the City of Calgary’s appeal
and referred the jurisdictional question back to the AEUB.

ATCO Pipelines

In March 2007, the AEUB directed ATCO Pipelines to file its next General Rate Application by October 1, 2007.
ATCO Pipelines anticipates that the filing will include the 2008 and 2009 test years:
» requesting, among other things, increased revenues to recover increased financing, depreciation and
operating costs associated with increased rate base in Alberta; and
s adecision from the AEUB on the General Rate Application is not expected until the third quarter of 2008.

The AEUB has refocused attention to its review of the competitive natural gas pipeline issues under AEUB
jurisdiction. This review is expected to address competitive issues between ATCO Pipelines and NOVA Gas
Transmission Ltd. The AEUB will distribute the final issues list by July 31, 2007, and a process schedule to address
these issues by August 28, 2007.

Other Matters

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.
LIQUIDITY AND CAPITAL RESOURCES

A major portion of the Corporation’s operating income and funds generated by operations is generated from its
utility operations. Canadian Utilities and its wholly owned subsidiary, CU Inc., use commercial paper borrowings
and short term bank loans to provide flexibility in the timing and amounts of long term financing. ATCO Ltd. has

received dividends from Canadian Utilities which have been more than sufficient to service debt requirements and
pay dividends.
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Funds generated by operations for the three months ended June 30, 2007, increased by $35.3 million to $192.9
million, primarily due to:
» increased earnings.

Funds generated by operations for the six months ended June 30, 2007, increased by $66.4 million to $454.4
million, primarily due to:
» increased earnings.

This increase was partially offset by:
o 2006 proceeds received from the TXU Europe Settlement (refer to TXU Europe Settlement section).

Investing for the three months ended June 30, 2007, increased by $37.2 million to $159.3 million, primarily due to:
o higher capital expenditures;
¢ changes in non-current deferred electricity costs; and
¢ changes in non-cash working capital.

This increase was partially offset by:
¢ H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

Investing for the six months ended June 30, 2007, increased by $80.2 million to $297.2 million, primarily due to:
¢ higher capital expenditures;
e 2006 proceeds from Sale of Property;
¢ changes in non-current deferred electricity costs; and
¢ changes in non-cash working capital.

This increase was partially offset by:
e H.R. Milner Income Tax Reassessment in 2006 (refer to H.R. Milner Income Tax Reassessment section).

Purchase of property, plant and equipment for the three and six months ended June 30, 2007, increased by $26.7
million to $168.5 million, and by $46.2 million to $310.2 million, respectively, primarily due to:
e increased investment in regulated electric distribution and transmission projects and regulated natural gas
distribution projects.

During the three months ended June 30, 2607, the Corporation issued:
¢  3$3.2 million of long term debt.

During the three months ended June 30, 2007, the Corporation redeemed:
s $4.4 million of long term debt; and
+  $69.5 million of non-recourse long term debt.

These changes resulted in a net debt decrease of $70.7 million.

'During the six months ended June 30, 2007, the Corporation issued:

+ 311.2 miilion of long term debt.

During the six months ended June 30, 2007, the Corporation redeemed:
+  $7.3 million of long term debt; and
+  $96.9 million of non-recourse long term debt.

These changes resulted in a net debt decrease of $93.0 million.

During the three and six months ended June 30, 2007, the Corporation issued:
s  $115.0 million of equity preferred shares.

During the three and six months ended June 30, 2007, the Corporation redeemed:
s  $126.5 million of equity preferred shares.

22 ATCO



These changes resulted in a net equity preferred share decrease of $11.5 million.

Net issue of Canadian Utilities Limited Class A non-voting shares for the three and six months ended June 30, 2007,
increased by $28.2 million, and by $28.8 million, respectively, primarily due to:
¢ higher share purchases in 2006.

Net purchase of Class | shares for the three months ended June 30, 2007, decreased by $5.6 million, primarily due
10;
o  decreased share purchases in 2007.

Net purchase of Class | shares for the six months ended June 30, 2007, was substantially unchanged.

Dividends paid to non-controlling interests for the three and six months ended June 30, 2007, increased by $1.3
million to $27.7 million, and by $1.9 million to $54.7 million, respectively, primarily due to:
s higher dividends paid by Canadian Utilities.

Foreign currency translation for the three and six months ended June 30, 2007, negatively impacted the
Corporation’s cash position by $10.3 million, and by $11.8 million, respectively, primarily due to:
e changes in U.K. and Australian exchange rates.

On April 18, 2007, CU Inc., a subsidiary corporation of Canadian Utilities Limited, issued $115.0 million
Cumutative Redeemable Preferred Shares Series 1 at a price of $25.00 per share for cash. The dividend rate was
fixed at 4.60%. The net proceeds of the issue were used in part to redeem, on May 18, 2007, $91.8 million of the
outstanding Cumulative Redeemable Second Preferred Shares Series Q, R and S of ATCO Electric, ATCO Gas and
ATCQO Pipelines, subsidiary corporations of CU Inc., that were held by Canadian Utilities Limited.

On May 18, 2007, Canadian Utilities Limited, a subsidiary corporation, redeemed all of the $126.5 million of
outstanding Cumulative Redeemable Second Preferred Shares Series Q, R and § at a price of $25.00 per share plus
accrued and unpaid dividends per share.

At June 30, 2007, the Corporation had the following credit lines that enable it to obtain funding for general corporate
purposes:

Total Used Available
(S Millions)
Long term committed ........ooovimiimrimen e 622.2 67.7 5245
Shott term COMMIEED .......ccvivee v irerereennrrntrnrreees e eereee e re s e s sbssras e 600.0 10.0 590.0
UNCOMIUTED 1. cvviiviciecie e ieeeieee i eeeesnssnassassarssmasassasssaseaesreeseesarssessases 143.8 35.5 108.3
TOMAL e etietietieereeeseeesecerrentonsarnmsenseessesnseamasenseeresssesasessssasssasseinssinnsens 1,366.0 143.2 1,222.8

The amount and timing of future financings will depend on market conditions and the specific needs of the
Corporation.

Contractual obligations disclosed in the 2006 MD&A remain substantially unchanged as at June 30, 2007.

Net current and long term future income tax liabilities of $231.6 million at June 30, 2007, are attributable to
differences between the financial statement carrying amounts of assets and liabilities and their tax bases. These
differences result primarily from recognizing revenue and expenses in different years for financial and tax reporting
purposes. Future income taxes will become payable when such differences are reversed through the settlement of
liabilities and realization of assets.

On May 29, 2006, the Corporation commenced a normal course issuer bid for the purchase of up to 5% of the
outstanding Class I shares. The bid expired on May 28, 2007. From May 29, 2006, to May 28, 2007, 2,000,400
shares were purchased, of which 1,760,400 shares were purchased in 2006 and 240,000 shares were purchased in
2007. On May 29, 2007, the Corporation commenced a new normal course issuer bid for the purchase of up to 5%
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of the outstanding Class I shares. The bid will expire on May 28, 2008. From May 29, 2007, to July 24, 2007,
100,000 shares have been purchased.

For the first quarter of 2007, the quarterly dividend payment on the Corporation’s Class [ and Class II shares was
increased by $0.015 to $0.22 per share. The Corporation has increased its annua) common share dividend each year
since 1993. The payment of any dividend is at the discretion of the Board of Directors and depends on the financial
condition of the Corporation and other factors.

OUTSTANDING SHARE DATA

At July 24, 2007, the Corporation had outstanding 51,211,146 Class [ shares, 6,935,018 Class Il shares and
6,000,000 5.75% Cumulative Redeemable Preferred Shares Series 3.

At July 24, 2007, options to purchase 1,297,800 Class [ shares were outstanding.

BUSINESS RISKS
Environmental Matters

On April 26, 2007 the federal government released a plan that proposes mandatory greenhouse gas (“GHG™)
emission targets on industry. The proposed plan requires an initial reduction in 2010 of 18% from 2006 levels
followed thereafter by annual reductions of an additional 2%. New facilities (2004 or later) are allowed a 3 year
grace period after which they must improve emission intensity by 2% per year below the clean fuel standard.
Compliance may be achieved by reduction or capture, limited investment in a technology fund, emission credit
trading, purchase of offset credits, Kyoto Protoco! Clean Development Mechanisms (maximum 10%) and early
action credits. Specific details on the regulations have yet to be released and will be required to assess the financial
impact of the federal framework. While it is not certain, it is anticipated that the PPAs wil! aliow the Corporation to
recover most of the costs associated with complying with the new regulations.

In March 2007, the Government of Alberta introduced legisiation (Bill 3, Climate Change and Emissions
Management Amendment Act and the Specified Gas Emitters Regulation Amendment) that will require Alberta
facilities that emit 100,000 tonnes or more of GHG to reduce facility emission intensities by 12% starting July 1,
2007. Units commissioned before January 1, 2000, or that have less than nine years of commercial operation are
required to reduce their emission intensity by 2% per year starting in the fourth year of commercial operation to a
maximum of 12% in the ninth year of commercial operation. The current framework has proposed that cogeneration
units with emissions less than a deemed emission target based on a stand-alone natural gas combined cycle unit and
conventional boiler will be eligible for credits. Specific details on the regulations have yet to be finalized and will
be required to assess the financial impact of the provincial framework. While it is not certain, it is anticipated that
the PPAs will allow the Corporation to recover most of the costs associated with complying with the new
regulations.

Alberta Environment implemented a mercury emission regulation in March 2006. The regulation requires coal-fired
plant operators, including Alberta Power (2000}, to monitor mercury emissions and capture at least 70% of the
mercury in the coal starting January 1, 2011. While it is not certain, it is anticipated that the PPAs will allow the
Corporation to recover most of the costs associated with complying with the new regulation.

Regulated Operations

ATCO Electric, ATCO Gas and ATCO Pipelines are regulated primarily by the AEUB, which administers acts and
regulations covering such matters as rates, financing, accounting, construction, operation and service area. The
AEUB may approve interim rates or approve the recovery of costs, including capital and aperating costs, on a
placeholder basis, subject to final determination. These subsidiaries are subject to the normal risks faced by
companies that are regulated. These risks include the approval by the AEUB of customer rates that permit a
reasonable opportunity to recover on a timely basis the estimated costs of providing service, including a fair retumn
on rate base. The Corporation’s ability to recover the actual costs of providing service and to earn the approved
rates of return depends on achieving the forecasts established in the rate-setting process.
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Carbon Natural Gas Storage Facility

ATCO Gas leases the entire storage capacity of the Carbon natural gas storage facility to ATCO Midstream at
AEUB approved placeholder rates. On February 5, 2007, the AEUB issued a decision to ATCO Gas that leaves in
question these placeholder rates and the effect that these placeholder rates will have on future ATCO Gas revenues
(refer to Regulatory Matters — ATCO Gas section).

Weather

Weather fluctuations have a significant impact on throughput in ATCO Gas. Since approximately 50% of ATCO
Gas’ delivery charge is recovered based on throughput, ATCO Gas’ revenues and earnings are sensitive to weather.
Weather that is 10% warmer or colder than norma! temperatures impacts annual earnings by approximately
$5.2 million.

ATCO I-Tek Services

ATCO Electric, ATCO Gas and ATCO Pipelines purchase information technology services, and ATCO Electric and
ATCO Gas also purchase customer care and billing services, from ATCO 1-Tek. The recovery of these costs in
customer rates is subject to AEUB approval. Since 2003, the costs have been approved on a placeholder basis, and
are subject to final AEUB approval after completion of the collaborative benchmarking process.

Transfer of the Retail Energy Supply Businesses

On May 4, 2004, ATCO Gas and ATCO Electric transferred their retail energy supply businesses to Direct Energy
Marketing Limited and one of its affiliates (collectively *“DEML"), a subsidiary of Centrica plc.

Although ATCO Gas and ATCO Electric transferred to DEML certain retail functions, including the supply of
natural gas and electricity to customers and billing and customer care functions, the legal obligations of ATCO Gas
and ATCO Electric remain if DEML fails to perform. In certain events (including where DEML fails to supply
natural gas and/or electricity and ATCO Gas and/or ATCO Electric are ordered by the AEUB to do so), the
functions will revert to ATCO Gas and/or ATCO Electric with no refund of the transfer proceeds to DEML by
ATCO Gas and/or ATCO Electric.

Centrica ple, DEML’s parent, has provided a $300 million guarantee, supported by a $235 million letter of credit in
respect of DEML’s obligations to ATCO Gas, ATCO Electric and ATCO I-Tek Business Services in respect of the
ongoing relationships contemplated under the transaction agreements. However, there can be no assurance that the
coverage under these agreements will be adequate to cover all of the costs that could arise in the event of a reversion
of such functions.

Canadian Utilities has provided a guarantee of ATCO Gas’, ATCO Electric’s and ATCO I-Tek Business Services’
payment and indemnity obligations to DEML contemplated under the transaction agreements.

Late Payment Penalties on Utility Bills

As a result of decisions of the Supreme Court of Canada in Garland vs. Consumers’ Gas Co., the imposition of late
payment penafties on utility bills has been called into question. The Corporation is unable to determine at this time
the impact, if any, that these decisions will have on the Corporation.

Alberta Power (2000)

Included in regulated operations are the Battle River and Sheerness generating plants of Alberta Power (2000),
which were regulated by the AEUB until December 31, 2000, but are now governed by legislatively mandated
PPA’s that were approved by the AEUB. These plants are included in regulated operations primarily because the
PPA’s are designed to allow the owners of generating plants constructed before January 1, 1996, to recover their
forecast fixed and variable costs and to earn a return at the rate specified in the PPA’s. The plants will become
deregulated upon the earlier of one year after the expiry of a PPA or a decision to continue to operate the plant.
Alberta Power (2000) has one year after the expiry of a PPA to determine whether to decommission the generating
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plant in order to fully recover plant decommissioning costs or to continue to operate the plant. Each PPA is to
remain in effect until the earlier of the last day of the estimated life of the related generating plant or December 31,
2020.

Substantially all the electricity generated by Alberta Power (2000) is sold pursuant to PPA’s. Under the PPA’s,
Alberta Power (2000) is required to make the generating capacity for each generating unit available to the purchaser
of the PPA for that unit. In return, Alberta Power (2000) is entitled to recover its forecast fixed and variable costs
for that unit from the PPA purchaser, including a return on commeon equity equal to the long term Government of
Canada bond rate plus 4.5% based on a deemed common equity ratio of 45%. Many of the forecast costs will be
determined by indices, formulae or other means for the entire period of the PPA. Alberta Power (2000)’s actual
results will vary and depend on performance compared to the forecasts on which the PPA’s were based.

Under the terms of the PPA’s, the Corporation is subject to an incentive/penalty regime related to generating unit
availability. Incentives are paid to the Corporation by the PPA counterparties for availability in excess of
predetermined targets, whereas penalties are paid by the Corporation to the PPA counterparties when the availability
targets are not achieved.

Accumulated incentives in excess of accumulated penalties are deferred. For any of the individual PPA’s, should
accumulated incentives plus estimated future incentives exceed accumulated penalties plus estimated future
penalties, the excess will be amortized to revenues on a straight-line basis over the remaining term of the PPA’s.
Should accumulated penalties plus estimated future penalties exceed accumulated incentives plus estimated future
incentives, the shortfall will be expensed in the year the shortfall occurs.

At June 30, 2007, the Corporation had recorded $42.6 million of deferred availability incentives.

Fuel costs in Alberta Power {2000) are mostly for coal supply. To protect against volatility in coal prices, Alberta
Power (2000) owns or has sufficient coal supplies under long term contracts for the anticipated lives of its Battle
River and Sheerness coal-fired generating plants. These contracts are at prices that are either fixed or indexed to
inflation.

Measurement Inaccuracies in Metering Facilities

Measurement inaccuracies occur from time to time with respect to ATCO Electric’s, ATCO Gas’ and ATCO
Pipelines” metering facilities. Measurement adjustments are settled between the parties based on the requirements
of the Electricity and Gas Inspections Act (Canada) and applicable regulations issued pursuant thereto. There is a
risk of disaliowance of the recovery of a measurement adjustment if controls and timely follow up are found to be
inadequate by the AEUB.

A recent AEUB decision applicable to ATCO Gas established a two year adjustment limitation period for

inaccuracies in gas supply costs, including measurement inaccuracies in metering facilities. The AEUB stated that it
will consider specific applications for adjustments beyond the two year limitation period.
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Non-Regulated Operations

ATCO Power and ATCO Resources

Alberta Power Pool electricity prices, natural gas prices and related spark spreads can be very volatile, as shown in
the following graph, which illustrates a range of prices experienced during the period December 2002 to June 2007.

Alberta Power Pool Prices, Natural Gas Prices and Spark Spreads
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Changes in Alberta Power Pool ¢lectricity prices, natural gas prices and related spark spreads may have a significant
impact on the Corporation’s earmnings and cash flow from operations in the future. It is the Corporation’s policy to

continually monitor the status of its non-regulated electrical generating capacity that is not subject to long term
commitments.

Since October 2004, the output from ATCO Power’s Barking generating plant previously sold to TXU Europe (refer
to TXU Europe Settlement section) has been sold into the U.K. power exchange market. In the UK., electricity
generators, on average, sell over 80% of their output to electricity suppliers in bilateral contracts, use power
exchanges for approximately 7% of their output, and sell the remaining 2-3% via the Balancing Mechanism.
Approximately 40% of the electricity generated is supplied from natural gas-fired generating plants, and in 2006 the
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market experienced an increase in electricity prices due to the increased world prices for natural gas. Since then,
natural gas prices have softened with additional natural gas infrastructure coming on stream and the slightly lower
oil prices. Nevertheless, the Barking generating plant has a long term, fixed price gas purchase agreement and, as a
result, has been able to experience increased margins due to the high market prices for electricity. Changes in the
U.K. market electricity prices may have an impact on the Corporation’s eamings and cash flow from operations in
the future.

ATCO Midstream

Timing, capacity and demand of ATCO Midstream’s storage business as well as changes in market conditions may
impact the Corporation’s earnings and cash flow from storage operations (refer to Results of Operations —
Consolidated Operations section).

ATCO Midstream extracts ethane and other NGL from natural gas streams at its extraction plants. These products
are sold under either long term cost of service arrangements or market based arrangements. Changes in market
conditions may impact the Corporation’s earnings and cash flow from NGL extraction operations.

ATCO Frontec

ATCO Frontec’s operations include providing support to military agencies in foreign locations which may be
subject to political risk,

A fuel spill occurred in January 2007 at the Brevoort Island, Northwest Territories radar site maintained by Nasittuq
Corporation, a corporation jointly owned by ATCO Frontec and Pan Arctic Inuit Logistics Corporation. The
Corporation believes that it has sufficient insurance coverage in place to cover any material amounts that might
become payable as a result of the fuel spill. Accordingly, this spill is not expected to have any material impact on
the financial position of the Corporation.

ATCO Structures and ATCO Noise Management

International sales may expose ATCO Structures and ATCO Noise Management to greater risk than normalily
associated with domestic transactions. This risk is mitigated by contractual arrangements with credit worthy
counterparties and the active management of any foreign exchange risks.

Demand for workforce housing products is directly related to the capital spending cycle and the level of
development activity in natural resource industries.

CRITICAL ACCOUNTING ESTIMATES

The preparation of the Corporation’s consolidated financial statements in accordance with generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenue and expenses during the year. On an on-going basis, management reviews its
estimates, particularly those related to depreciation and amortization methods, useful lives and impairment of long-
lived assets, amortization of deferred availability incentives, asset retirement obligations and employee future
benefits, using currently available information.- Changes in facts and circumstances may result in revised estimates,
and actual results could differ from those estimates. The Corporation’s critical accounting estimates are discussed
below.

Deferred Availability Incentives
Alberta Power (2000) is subject to an incentive/penalty regime related to generating unit availability. As at June 30,
2007, the Corporation had recorded $42.6 million of deferred availability incentives. For the three and six months

ended June 30, 2007, the amortization of deferred availability incentives, which was recorded in revenues, amounted
to $3.0 million and $5.9 million, respectively.
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The amount to be amortized is dependent upon estimates of future generating unit availability and future electricity
prices over the term of the PPA’s. Each quarter, the Corporation uses these estimates to forecast high case, low case
and most likely scenarios for the incentives to be received from, less penalties to be paid to, the PPA counterparties.
These forecasts are added to the accumulated unamortized deferred availability incentives outstanding at the end of
the quarter; the resulting total is divided by the remaining term of the PPA to arrive at the amortization for the
quarter.

Compared to the most likely scenario recorded in revenues for the year to date, the high case scenario would have
resulted in higher revenues of approximately $2.4 million, whereas the low case scenario would have resulted in
lower revenues of approximately $2.3 million.

Employee Future Benefits

The expected long term rate of return on pension plan assets is determined at the beginning of the year on the basis
of the long bond yield rate plus an equity and management premium that reflects the plan asset mix. Actual
balanced fund performance over a longer period suggests that this premium is about 1.5%, which, when added to the
long bond yield rate of 5.1% at the beginning of 2007, resulted in an expected long term rate of return of 6.6% for
2007. This methodology is supported by actuarial guidance on long term asset return assumptions for the
Corporation’s defined benefit pension plans, taking into account asset class retums, normal equity risk premiums,
and asset diversification effect on portfolio returns.

Expected return on plan assets for the year is calculated by applying the expected long term rate of return to the
market related value of plan assets, which is the average of the market value of plan assets at the end of the
preceding three years. The expected long term rate of return has declined over the past five years, from 8.1% in
2001 to 6.1% in the year ended December 31, 2006; the rate for the three and six months ended June 30, 2007, was
increased to 6.6%. The result has been a decrease in the expected return on plan assets and a corresponding increase
in the cost of pension benefits. In addition, the actual return on plan assets over the same period has been lower than
expected (i.e., an experience loss), which is also contributing to an increase in the cost of pension benefits as losses
are amortized to earnings.

The tiability discount rate that is used to calculate the cost of benefit obligations reflects market interest rates on
high quality corporate bonds that match the timing and amount of expected benefit payments. The liability discount
rate has also declined over the same period, from 6.9% at the end of 2001 to 5.1% at the end of 2006; the rate has
remained at 5.1% in the three and six months ended June 30, 2007. The result has been an increase in benefit
obligations (i.e., an experience loss), which is contributing to an increase in the cost of pension benefits as losses are
amortized to earmings.

In accordance with the Corporation’s accounting policy to amortize cumulative experience gains and losses in
excess of 10 percent of the greater of the accrued benefit obligations or the market value of plan assets, the
Corporation began amortizing a portion of the net cumulative experience losses on plan assets and accrued benefit
obligations in 2003 for both pension benefit plans and other post employment benefit plans and continued this
amortization during the three and six months ended June 30, 2007,

The assumed annual health care cost trend rate increases used in measuring the accumulated post employment
benefit obligations in the three and six months ended June 30, 2007, are as follows: for drug costs, 7.8% starting in
2007 grading down over six years to 4.5%, and for other medical and dental costs, 4.0% for 2007 and thereafter.
Combined with lower recent claims experience, the effect of these changes has been to decrease the costs of other
post employment benefits.

The effect of changes in these estimates and assumptions is mitigated by an AEUB decision to record the costs of

employee future benefits when paid rather than accrued. Therefore, a significant portion of the benefit plans
expense or income is unrecognized by the regulated operations, excluding Alberta Power (2000).

29 ATCO



CHANGES IN ACCOUNTING POLICIES

Effective January 1, 2007, the Corporation prospectively adopted the Canadian Institute of Chartered Accountants
CICA recommendations pertaining to financial instruments, which establish standards for the recognition,
measurement, disclosure and presentation of financial assets, financial liabilities and non-financial derivatives.
These recommendations require that fair value be used to measure financial assets that are held for trading or
available for sale, financial liabilities that are held for trading and all derivative financial instruments. Other
financial assets, such as loans and receivables and investments that are held to maturity, and other financial
liabilities are measured at their carrying value. This change in accounting had the following effect on the
consolidated financial statements for the three and six months ended June 30, 2007:

(a) Recognition of interest rate swaps, foreign currency forward contracts and certain natural gas purchase contracts
as derivative assets and liabilities in the consolidated financial statements (refer to Note 11 to the unaudited
interim consolidated financial statements for the six months ended June 30, 2007).

(b) Recognition of the fair value of a power generation revenue contract liability associated with the natural gas
purchase contracts derivative asset (refer to Note 11 to the unaudited interim consolidated financial statements
for the six months ended June 30, 2007).

(c) Recognition of a mark-to-market adjustment for the change in fair value of the natural gas purchase contracts
derivative asset and recognition of an adjustment to the associated power generation revenue contract liability
(refer to Note 7 to the unaudited interim consolidated financial statements for the six months ended June 30,
2007).

(d) Restatement of opening retained earnings at January 1, 2007 to recognize the prior years’ eamings effect of the
natural gas purchase contracts derivative asset and the associated power generation revenue contract liability, as
well as the prior years’ earnings effect of accounting for certain financial assets and financial liabilities at
amortized cost using the effective interest method (refer to Note 6 to the unaudited interim consolidated
financial statements for the six months ended June 30, 2007).

(e) Reclassification of deferred financing charges from other assets to long term debt and non-recourse long term
debt (refer to Note 9 to the unaudited interim consolidated financial statements for the six months ended June
30, 2007).

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations pertaining to hedges,
which establish standards for the identification, designation, documentation and effectiveness of hedging
relationships for the purpose of applying hedge accounting. The purpose of hedge accounting is to ensure that gains,
losses, revenues and expenses from effective hedging relationships are recorded in eamings in the same period. This
change in accounting had no effect on the consolidated financial statements for the three and six months ended June
34, 2007.

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
reporting and disclosure of comprehensive income. Comprehensive income consists of changes in the equity of the
Corporation from sources other than the Corporation’s share owners, and includes eamings of the Corporation, the
foreign currency translation adjustment relating to self-sustaining foreign operations and unrealized gains and losses
on changes in fair values of available-for-sale assets and effective cash flow hedging instruments. Other
comprehensive income comprises revenues, expenses, gains and losses that are recognized in comprehensive income
but are excluded from earnings of the period. Comprehensive income is disclosed in a separate statement in the
consolidated financial statements.

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
presentation of equity and changes in equity. These recommendations require separate presentation of the
components of equity, including retained earnings, accumulated other comprehensive income, contributed surplus,
share capital and reserves, and the changes therein. As a result of this change in accounting, the Corporation has
included a reconciliation of accumulated other comprehensive income in the notes to the consolidated financial
statements (refer to Note 12 to the unaudited interim consotidated financial statements for the six months ended June
30, 2007). In accordance with the recommendations, comparative figures have been adjusted to incorporate the
foreign currency translation adjustment into accumulated other comprehensive income.

Effective January 1, 2007, the Corporation adopted the CICA recommendations that prescribe the criteria for
changing accounting policies, together with the accounting treatment and disclosure of changes in accounting
policies, changes in accounting estimates and corrections of errors. Adoption of these recommendations had no
effect on the consolidated financial statements for the three and six months ended June 30, 2007, except for the
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disclosure of accounting changes that have been issued by the CICA but have not yet been adopted by the
Corporation because they are not effective until a future date (refer to Future Accounting Changes below).

Future Accounting Changes

The CICA has issued new accounting recommendations for capital disclosures which require disclosure of both
qualitative and quantitative information that enables users of financial statements to evaluate the Corporation’s
objectives, policies and processes for managing capital. These recommendations are effective for the Corporation
beginning January 1, 2008.

The CICA has also issued new accounting recommendations for disclosure and presentation of financial instruments
which require disclosures of both qualitative and quantitative information that enables users of financial statements
to evaluate the nature and extent of risks arising from financial instruments to which the Corporation is exposed.
These recommendations are effective for the Corporation beginning January 1, 2008.

The CICA has also issued new accounting recommendations for measurement and disclosure of inventories which
provide guidance on the determination of cost and its subsequent recognition as an expense, including any
writedown to net realizable value, and on the cost formulas that are used to assign costs to inventories. The
Corporation is unable to determine at this time the effect of adopting these recommendations on earnings or assets of
the Corporation. These recommendations are effective for the Corporation beginning January 1, 2008.

July 25, 2007
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ATCO LTD.
CONSOLIDATED STATEMENT OF EARNINGS AND RETAINED EARNINGS
{Miilions of Canadian Dollars except per share data)

Three Months Ended Six Months Ended
June 30 June 30
Note 2007 2006 2067 2006
(Unaudited) (Unaudired)
Revenues $ 691.7 $ 6554 $1,521.3 $1,388.1
Costs and expenses
Natural gas supply 59 9.9 8.6 139
Purchased power 114 10.6 25.2 23.6
Operaticn and maintenance 327.8 297.1 664.4 593.8
Selling and administrative 58.8 51.9 108.7 104.2
Depreciation and amortization 90.6 98.5 190.7 192.6
Interest 5 44.0 49.6 87.6 914
Interest on non-recourse long term debt 13.1 14.3 274 29.1
Dividends on preferred shares 2.1 2.1 43 43
Franchise fees 34.7 27.7 93.2 89.6
588.4 561.7 1,210.1 1,142.5
103.3 93.7 311.2 245.6
Gain on sale of property 2 - - - 14.3
Interest and other income 7 14.0 15.3 36.5 25.6
Earnings before income taxes and
non-contrelling interests 117.3 109.0 347.7 285.5
Income taxes 5 14.3 22.6 90.0 85.1
103.0 86.4 2577 200.4
Non-controlling interests 8 47.7 42.8 120.8 593.8
Earnings attributable to Class I and Class II shares 2 55.3 43.6 136.9 106.6
Retained earnings at beginning of period as restated 6 1,348.4 1,246.4 1,284.9 1,196.6
1,403.7 1,290.0 1,421.8 1,303.2
Dividends on Class { and Class II shares 12.8 12.3 257 24.6
Purchase of Class [ shares 11.1 16.1 16.3 17.0
Retained earnings at end of period $1,379.8 $1,261.6 $1,379.8 $1,261.6
Earnings per Class I and Class II share 10 $ 095 $ 0.73 $ 235 § 1.78
Diluted earnings per Class I and Class Il share 10 5 094 $ 072 § 232 $ 176
Dividends paid per Class I and Class II share 10 $ 022 $ 0.205 $ 044 $ 041
ATCO
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ATCO LTD.

CONSOLIDATED BALANCE SHEET

(Millions of Canadian Dollars)

June 30 December 31
Note 2007 2006 2006
(Unaudited) (Audited)
ASSETS
Current assets
Cash and short term investments 4 $ 908.0 $ 993.1 $ 8808
Accounts receivable 384.6 316.8 441.8
Inventories 108.2 107.0 120.1
Future income taxes 3.0 0.3 -
Regulatory assets 6.5 14.8 13.3
Derivative assets 11 0.6 - -
Prepaid expenses 34.0 28.1 27.5
1,444.9 1,460.1 1,483.5
Property, plant and equipment 5,935.5 5,657.1 5,870.1
Goodwill 71.2 71.2 7.2
Regulatory assets 47.3 29.2 43.2
Derivative assets 11 69.7 - -
Other assets 196.2 2459 230.5
$7,764.8 $7,463.5 $7,698.5
LIABILITIES AND SHARE OWNERS' EQUITY
Current liabilities
Bank indebtedness § 185 $ 134 $ 151
Accounts payable and accrued liabilities 420.6 356.8 431.4
Income taxes payable 5 26.4 574 31.9
Future income taxes - - 0.3
Regulatory liabilities 11.5 4.5 0.5
Derivative liabilities 11 1.2 - -
Long term debt due within one year 9 1.3 1.7 1.6
Non-recourse long term debt due within one year 9 77.7 59.4 65.7
557.2 492.9 546.5
Future income taxes 5 234.6 187.6 229.0
Regulatory liabilities 143.0 160.7 148.8
Derivative liabilities 11 23 - -
Deferred credits 11 285.6 256.9 2373
Long term debt 9 2,450.4 2,306.2 2,458.8
Non-recourse long term debt 9 623.0 777.5 749.0
Preferred shares 150.0 150.0 150.0
Non-controlling interests 8 1,798.8 1,735.3 1,747.0
Class 1 and Class II share owners' equity
Class I and Class II shares 10 149.8 149.4 149.5
Contributed surplus 1.9 1.4 1.7
Retained eamings 1,379.8 1,261.6 1,280.4
Accumulated other comprehensive income 12 (11.6) {16.0) 0.5
1,519.9 1,396.4 1,432.1
$7,764.8 $7.463.5 $7.698.5
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ATCO LTD.
CONSOLIDATED STATEMENT OF CASH FLOWS
(Millions of Canadian Dollars})

Three Months Ended Six Months Ended
June 30 June 30
Note 2007 2006 2007 2006
{(Unaudited) (Unaudited)

Operating activities
Earnings attributable to Class I and Class Il shares 3 553 $ 4356 5 1369 $ 106.6
Adjustments for:

Depreciation and amortization 90.6 98.5 190.7 192.6

Future income taxes 3.3) (21.3) 1.5 {15.8)

Nen-controlling interests 8 47.7 42.8 120.8 93.8

Gain on sale of property - net of income taxes 2 - - - (11.7)

Deferred availability incentives (3.6) 3.8 3.0 8.6

TXU Europe settlement - net of income taxes 4 2.9) 5.3) (5.9) 53

Other 9.1 3.1 7.4 8.6
Funds generated by operations 192.9 157.6 454.4 388.0
Changes in non-cash working capital (22.7) 18.6 79.0 56.9
Cash flow from operations 170.2 176.2 533.4 444.9
Investing activities
Purchase of property, plant and equipment (168.5) (141.8) (310.2) (264.0)
Proceeds on sale of property - net of income taxes 2 - - - 15.1
Proceeds on disposal of other property, plant

and equipment 1.7 0.2 5.7 2.3
Contributions by utility customers for extensions

to plant 16.9 15.1 36.7 40.8
Non-current deferred electricity costs (1.0) 10.1 2.4) 15.4
Changes in non-cash working capital (1.3) 13.0 (15.5) (6.9)
Income tax reassessment 5 - (17.0) - (17.00
Other (7.1) (1.7) (11.5) 2.7)

(159.3) {122.1) (297.2) (217.00

Financing activities
Issue of long term debt 3.2 - 11.2 38.1
Repayment of long term debt 4.4) G0 (7.3} 3.7
Repayment of non-recourse long term debt 4 (69.5) {13.2) (96.9) (34.4)
Issue of equity preferred shares by subsidiary 8 115.0 - 115.0 -
Redemption of equity preferred shares by subsidiary 8 (126.5) - (126.5) -
Net issue (purchase) of Class A shares by subsidiary 0.6 (27.6) 1.1 (27.7)
Net purchase of Class I shares (10.7) (16.3) (16.1) (16.0)
Dividends paid to Class I and Class {I share owners (12.8) (12.3) (25.7) (24.6)
Dividends paid to non-controlling interests in

subsidiary (27.7) (26.4) (54.7) (52.8)
Changes in non-cash working capital (0.1) (0.4) (0.1) 0.4
Other (4.3) (0.7) (3.2) (0.9)

(137.2) {100.0) (203.2) (121.6)

Foreign currency translation (8.5) 1.8 (9.2) 2.6
Cash position
Increase (decrease) (134.8) (44.1) 23.8 108.9
Beginning of period 1,024.3 1,024.1 865.7 871.1
End of period 3 889.5 $ 980.0 $ 889.5 $ 980.0
M Cash position consists of cash and short term investments less current bank indebtedness, and includes

$148.4 million (2006 - $168.4 million) which is only available for use in joint ventures (see Note 4).
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ATCO LTD.
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
(Millions of Canadian Dollars)

Three Months Ended Six Months Ended
June 30 June 30
Note 2007 2006 2007 2006
(Unaudited) {Unaudited)
Earnings attributable to Class | and Class Il shares $55.3 $43.6 $136.9 $106.6
Other comprehensive income, net of income taxes
and non-controlling interests:
Cash flow hedges 12 2.3 - 2.7 -
Foreign currency translation adjustment 12 (10.6) - (9.9) (1.1)
(8.3) . (7.2) (1.1
Comprehensive income $47.0 $43.6 $129.7 $105.5
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ATCOLTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2007
(Unaudited, Tabular amounts in Millions of Canadian Dollars)

1. Summary of significant accounting policies
Financial statement presentation

The accompanying consolidated financial statements have been prepared in accordance with Canadian generally
accepted accounting principles and should be read in conjunction with the consolidated financial statements and
related notes included in the Corporation’s 2006 Annual Report. These interim financial statements have been
prepared using the same accounting policies as used in the financial statements for the year ended December 31,
2006, except as described below.

Effective January 1, 2007, the Corporation prospectively adopted the Canadian Institute of Chartered Accountants
(“CICA”) recommendations pertaining to financial instruments, which establish standards for the recognition,
measurement, disclosure and presentation of financial assets, financial liabilities and non-financial derivatives.
These recommendations require that fair value be used to measure financial assets that are held for trading or
available for sale, financial liabilities that are held for trading and all derivative financial instruments. Other
financial assets, such as loans and receivables and investments that are held to maturity, and other financial
liabilities are measured at their carrying value. This change in accounting had the following effect on the

consolidated financial statements for the three and six months ended June 30, 2007;

(a) Recognition of interest rate swaps, foreign currency forward contracts and certain natural gas purchase contracts
as derivative assets and liabilities in the consolidated financial statements (see Note 11).

{(b) Recognition of the fair value of a power generation revenue contract liability associated with the natural gas
purchase contracts derivative asset (see Note 11).

(c) Recognition of a mark-to-market adjustment for the change in fair value of the natural gas purchase contracts
derivative asset and recognition of an adjustment to the associated power generation revenue contract liability
(see Note 7).

{d) Restatement of opening retained earnings at January 1, 2007 to recognize the prior years’ earnings effect of the
natural gas purchase contracts derivative asset and the associated power generation revenue contract liability, as
well as the prior years’ earnings effect of accounting for certain financial assets and financial liabilities at
amortized cost using the effective interest method (see Note 6).

(e) Reclassification of deferred financing charges from other assets to long term debt and non-recourse long term
debt (see Note 9).

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations pertaining to hedges,
which establish standards for the identification, designation, documentation and effectiveness of hedging
relationships for the purpose of applying hedge accounting. The purpose of hedge accounting is to ensure that gains,
losses, revenues and expenses from effective hedging relationships are recorded in earnings in the same period. This
change in accounting had no effect on the consolidated financial statements for the three and six months ended
June 30, 2007,

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
reporting and disclosure of comprehensive income. Comprehensive income consists of changes in the equity of the
Corporation from sources other than the Corporation’s share owners, and includes earnings of the Corporation, the
foreign currency translation adjustment relating to self-sustaining foreign operations and unrealized gains and losses
on changes in fair values of available-for-sale assets and effective cash flow hedging instruments. Other
comprehensive income comprises revenues, expenses, gains and losses that are recognized in comprehensive income
but are excluded from earnings of the period. Comprehensive income is disclosed in a separate statement in the
consolidated financial statements.

Effective January 1, 2007, the Corporation prospectively adopted the CICA recommendations regarding the
presentation of equity and changes in equity. These recommendations require separate presentation of the
components of equity, including retained earnings, accumulated other comprehensive income, contributed surplus,
share capital and reserves, and the changes therein. As a result of this change in accounting, the Corporation has
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1. Summary of significant accounting policies {(continued)

included a reconciliation of accumulated other comprehensive income in the notes to the consolidated financial
statements (see Note 12). In accordance with the recommendations, comparative figures have been adjusted to
incorporate the foreign currency translation adjustment into accumulated other comprehensive income.

Effective January 1, 2007, the Corporation adopted the CICA recommendations that prescribe the criteria for
changing accounting policies, together with the accounting treatment and disclosure of changes in accounting
policies, changes in accounting estimates and corrections of errors. Adoption of these recommendations had no
effect on the consolidated financial statements for the three and six months ended June 30, 2007, except for the
disclosure of accounting changes that have been issued by the CICA but have not yet been adopted by the
Corporation because they are not effective until a future date (see Future Accounting Changes below).

Due to the seasonal nature of the Corporation’s operations, changes in electricity prices in Alberta, the timing and
demand of natural gas storage capacity sold, changes in natural gas storage fees and the timing of rate decisions, the
consolidated statements of earnings and retained eamings for the three and six months ended June 30, 2007 and
June 30, 2006 are not necessarily indicative of operations on an annual basis.

Certain comparative figures have been reclassified to conform to the current presentation.
Cash and Short Term Investments

Short term investments consist of certificates of deposit and bankers’ acceptances with maturities generally of 90
days or less at purchase.

Deferred Financing Charges

Issue costs of long term debt are amortized over the life of the debt using the effective interest method. Issue costs
of preferred shares relating to regulated operations are amortized over the expected life of the issue and issue costs
of preferred shares relating to other subsidiaries are charged to retained earnings. Unamortized premiums and issue
costs of redeemed long term debt and preferred shares relating to regulated operations are amortized over the life of
the issue funding the redemption. The Corporation’s deferred financing charges pertaining to long term debt have
been reclassified from other assets to long term debt and non-recourse fong term debt in accordance with the CICA
recommendations for financial instruments (see Note 9).

Derivative Financial Instruments

In conducting its business, the Corporation uses various instruments, including forward contracts, swaps and
options, to manage the risks arising from fluctuations in exchange rates, interest rates and commodity prices. All
such instruments are used only to manage risk and not for trading purposes.

CICA recommendations require the recognition and measurement of derivative instruments embedded in host
contracts that were issued, acquired or substantively modified on or after January 1, 2003. Derivative instruments
embedded in host contracts that were issued, acquired or substantively modified prior to January 1, 2003 have not
been identified and recognized in the consolidated financial statements as permitted by the recommendations.

The Corporation designates each derivative instrument as either a hedging instrument or a non-hedge derivative:

(3} A hedging instrument is designated as either:

(i) a fair value hedge of a recognized asset or liability or,
(ii) a cash flow hedge of either:

e aspecific firm commitment or anticipated transaction or,

¢ the variable future cash flows arising from a recognized asset or liability.
At inception of a hedge, the Corporation documents the relationship between the hedging instrument and the
hedged item, including the method of assessing retrospective and prospective hedge effectiveness. At the end
of each period, the Corporation assesses whether the hedging instrument has been highly effective in offsetting
changes in fair values or cash flows of the hedged item and measures the amount of any hedge ineffectiveness.
The Corporation also assesses whether the hedging instrument is expected to be highly effective in the future.
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1. Summary of significant accounting policies {continued)

A hedging instrument is recorded on the consolidated balance sheet at fair value. Payments or receipts on a
hedging instrument that is determined to be highly effective as a hedge are recognized concurrently with, and in
the same financial category as, the hedged item. Subsequent changes in the fair value of a fair value hedge are
recognized in earnings concurrently with the hedged item. For a cash flow hedge, the effective portion of
changes in fair value is recognized in other comprehensive income and is subsequently transferred to earnings
concurrently with the hedged item, whereas the portion of the changes in fair value that is not effective at
offsetting the hedged exposure is recognized in earnings.

If a hedging instrument ceases to be highly effective as a hedge, is de-designated as a hedging instrument or is
settled prior to maturity, then the Corporation ceases hedge accounting prospectively for that instrument; for a
cash flow hedge, the gain or loss deferred to that date remains in accumulated other comprehensive income and
is transferred to earnings concurrently with the hedged item. Subsequent changes in the fair value of that
derivative instrument are recognized in eamings.

If the hedged item is sold, extinguished or matures prior to the termination of the related hedging instrument, or
if it is probable that an anticipated transaction will not occur in the originally specified time frame, then the gain
or loss deferred to that date for the related hedging instrument is immediately transferred from accumulated
other comprehensive income to earnings.

Hedge gains or losses that were recognized in other comprehensive income are added to the initial carrying

amount of a non-financial asset or non-financial liability when:

(i) an anticipated transaction for a non-financial asset or non-financial liability becomes a specific firm
commitment for which fair value hedge accounting is applied or,

(ii) a cash flow hedge of an anticipated transaction subsequently results in the recognition of the non-financial
asset or non-financial liability,

(b) A non-hedge derivative instrument is recorded on the consolidated balance sheet at fair value and subsequent
changes in fair value are recorded in earnings.

The Corporation applies settlement date accounting to the purchases and sales of financial assets. Settlement date
accounting implies the recognition of an asset on the day it is received by the Corporation and the recognition of the
disposal of an asset on the day that it is delivered by the Corporation. Any gain or loss on disposal is also
recognized on that day.

Transaction costs that are directly attributable to the acquisition or issue of financial assets or financial liabilities that
are not held for trading are added to the fair value of such assets or liabilities at time of initial recognition.

Foreign Currency Translation

Assets and liabilities of self-sustaining foreign operations are translated into Canadian dollars at the rate of exchange
in effect at the balance sheet date and revenues and expenses are translated at the average monthly rates of exchange
during the year. Gains or losses on translation of self-sustaining foreign operations are included in accumulated
other comprehensive income in share owners’ equity.

Monetary assets and liabilities of integrated foreign operations, as well as non-monetary assets carried at market
value, are translated into Canadian dollars at the rate of exchange in effect at the balance sheet date. Other non-
monetary assets and non-monetary liabilities are translated at rates of exchange in effect when the assets were
acquired or liabilities incurred. Revenues and expenses are translated at the average monthly rates of exchange for
the year; depreciation and ameortization are translated at rates of exchange consistent with the assets to which they
relate. Gains or losses on translation of integrated foreign operations are recognized in earnings.

Transactions undertaken by Canadian operations that are denominated in foreign currencies are translated into
Canadian dollars at the rate of exchange in effect at the transaction date. Monetary items and non-monetary items
that are carried at market value arising from a transaction denominated in a foreign currency are adjusted to reflect
the rate of exchange in effect at the balance sheet date. Gains or losses on translation of such monetary and non-
monetary items are recognized in earnings.
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1. Summary of significant accounting policies (continued)
Future Accounting Changes

The CICA has issued new accounting recommendations for capital disclosures which require disclosure of both
qualitative and quantitative information that enables users of financial statements to evaluate the Corporation’s
objectives, policies and processes for managing capital. These recommendations are effective for the Corporation
beginning January 1, 2008.

The CICA has also issued new accounting recommendations for disclosure and presentation of financial instruments
which require disclosures of both qualitative and quantitative information that enables users of financial statements
to evaluate the nature and extent of risks arising from financial instruments to which the Corporation is exposed.
These recommendations are effective for the Corporation beginning January 1, 2008.

The CICA has also issued new accounting recommendations for measurement and disclosure of inventories which
provide guidance on the determination of cost and its subsequent recognition as an expense, including any
writedown to net realizable value, and on the cost formulas that are used to assign costs to inventories. The
Corporation is unable to determine at this time the effect of adopting these recommendations on earnings or assets of
the Corporation. These recommendations are effective for the Corporation beginning January 1, 2008.

2. Gain on sale of property

On March 15, 2006, the Corporation completed the sale of land in downtown Calgary, Alberta. Net proceeds, after
costs of disposition, resulted in a gain of $14.3 million before income taxes of $2.6 million. This sale increased
earnings for the six months ended June 30, 2006 by $11.7 million.

3. Regulatory matters

On March 17, 2006, ATCO Electric received a decision on its General Tariff Application for 2005 and 2006 which
was filed with the Alberta Energy and Utilities Board (“AEUB”) in May 2005. The decision established the amount
of revenue ATCO Electric can recover through its rates for electric distribution and transmission service provided to
its customers for 2005 and 2006. The impact of the decision for 2005 reduced ATCO Electric’s earnings by
$1.3 million and was recorded in the first quarter of 2006. The impact of the decision for the full year 2006, as
compared to the decision for the full year 2003, further reduced ATCO Electric’s eamings by $1.6 million. The
decision also confirmed the return on common equity as determined by the AEUB’s standardized rate of return
methodology. The rate of return on common equity was 8.93% in 2006.

On January 27, 2006, ATCO Gas received a decision on its general rate application which was filed with the AEUB
in May 2005 for the 2005, 2006 and 2007 test years. The decision established the amount of revenue ATCO Gas
can recover through distribution rates for natural gas distribution service to its customers over the period of 2005 to
2007. The decision also approved the return on common equity as determined by the AEUB’s standardized rate of
return methodology. The rate of return on common equity was 8.93% in 2006 and is 8.51% for 2007. The final
impact of the decision is subject to the cutcome of an existing process regarding the pricing of services provided by
ATCO [-Tek.

The Corporation has a number of other regulatory filings and regulatory hearing submissions before the AEUB for
which decisions have not been received. The outcome of these matters cannot be determined at this time.
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4. TXU Europe settlement

On November 19, 2002, an administration order was issued by an English Court against TXU Europe Energy
Trading Limited (“TXU Europe™) which had a long term “off take” agreement for 27.5% of the power produced by
the 1,000 megawatt Barking generating plant in London, England, in which the Corporation, through Barking
Power, has a 25.5% equity interest. Barking Power had filed a claim for damages for breach of contract related to
TXU Europe’s obligations to purchase 27.5% of the power produced by the Barking generating plant. Following
negotiations with the administrators, an agreement was reached with respect to Barking Power’s claim.

In settlement of its claim, Barking Power received distributions of £144.5 million (approximately $327 million} in
2005, of which the Corporation’s share was $83.1 million, and distributions of £34.8 million (approximately
$71 million) in 2006, of which the Corporation’s share was $18.2 million. Income taxes of approximately
$28.5 million relating to the distributions have been paid.

Based on the foreign currency exchange rate in effect on March 30, 2005, the Corporation’s share of this settlement
is expected to generate earnings after income taxes and non-controlling interests of approximately $35 million,
which will be recognized over the remaining term of the TXU Europe contract to September 30, 2010, at
approximately $5.5 million per year. These earnings will be dependent upon foreign currency exchange rates in
effect at the time that the earnings are recognized.

On May 31, 2007, £95.0 million of the TXU proceeds, of which the Corporation’s share is $52.7 million, were
applied to Barking Power’s non-recourse long term debt.

5. Income taxes

On June 15, 2007, an amendment to tax legislation pertaining to the taxation of preferred share dividends paid by
corporations received third reading in the House of Commons. The Canada Revenue Agency (“CRA”) has been
assessing corporate tax retumns based on this proposed change since January 1, 2003, resulting in a reduction of taxes
paid to the CRA. As this change is now considered to have been substantively enacted, the Corporation recorded a
reduction to current income tax expense of $19.4 million in the second quarter of 2007, which resulted in increased
earnings of $11.5 million after non-controlling interests. Funds generated by operations increased by $19.4 million,
offset by a similar reduction in changes in non-cash working capital, leaving the Corporation’s cash position
unchanged.

In the third quarter of 2006, the CRA issued a reassessment for Alberta Power (2000)’s 2001 taxation year. The
CRA’s reassessment treats the proceeds received from the sale of the H.R. Milner generating plant to the Alberta
Balancing Pool as income rather than as a sale of an asset. The Corporation has made submissions to the CRA
opposing the CRA’s position, The full impact of the reassessment was a $12.4 million increase in interest and
income tax expense, a $6.4 million decrease in earnings after non-controlling interests ($4.2 million recorded in the
second quarter of 2006 and $2.2 million recorded in the third quarter of 2006), and a $28.8 million payment
associated with the tax and interest assessed, paid in the third quarter of 2006. It is expected that $16.4 million of
this cash payment will be recovered by reducing income taxes payable through higher capital cost allowance claims
in future years.
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6. Retained earnings at beginning of period as restated

January 1
2007 2006
Retained earnings at beginning of period as previously reported $1,280.4 $1,196.6
Adjustments to retained earnings to recognize the prior years’ effect of:
(a) the fair value of the natural gas purchase contracts derivative asset (net of
income taxes and non-controlling interests) 218 -
(b) the fair value of the power generation revenue contract liability associated with
the natural gas purchase contracts derivative asset (net of income taxes and non-
controlling interests) (16.5) -
(c) the change in method of accounting for long term debt and non-recourse long
term debt at amortized cost using the effective interest method (net of income
taxes and non-controlling interests) 0.5) -
(d) the fair value of receivables (net of income taxes and non-controlling interests) 0.3 -
Retained carnings at beginning of period as restated $1,284.9 $1,196.6

7.

Interest and other income

Interest and other income for the three months ended June 30, 2007 includes a loss of $12.8 million related to the
change in fair value of the natural gas purchase contracts derivative asset (see Note 11). This loss is partially offset
by a reduction of $9.9 million to the provision for the associated power generation revenue contract liability.

Interest and other income for the six months ended June 30, 2007 includes a gain of $10.1 million related to the
change in fair value of the natural gas purchase contracts derivative asset (see Note 11). This increase is partially
offset by an additional provision of $6.6 million for the associated power generation revenue contract liability.

8. Non-controlling interests

June 30
2007 2006
Non-controlling interests in Canadian Utilities:
Equity preferred shares
Cumuliative Redeemable Preferred Shares, at 4.6% § 115.0 $ -
Cumulative Redeemable Second Preferred Shares, at 5.3% to 6.6% 300.0 426.5
Perpetual Cumulative Second Preferred Shares, at 4.35% to 5.25% 2100 2100
Class A non-voting and Class B common shares 1,173.8 1,098.8
| $1,798.8 $1,735.3
Three Months Ended Six Months Ended
June 30 June 30
2007 2006 2007 2006
Non-controlling interests in the earnings of Canadian
Utilities:
Equity preferred share dividends $ 89 $ 90 $ 177 $17.9
Earnings attributable to Class A non-voting and
Class B common shares 38.8 33.8 103.1 75.9
$47.7 $42.8 $120.8 $93.8
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8. Non-controlling interests (continued)

On April 18, 2007, CU Inc., a subsidiary corporation of Canadian Utilities Limited, issued $115.0 million
Cumulative Redeemable Preferred Shares Series 1 at a price of $25.00 per share for cash. The dividend rate has
been fixed at 4.60%. The net proceeds of the issue were used in part to redeem $91.8 miilion of the outstanding
Cumulative Redeemable Second Preferred Shares Senies Q, R and $ of ATCO Electric, ATCO Gas and ATCO
Pipelines, subsidiary corporations of CU Inc., that were held by Canadian Utilities Limited.

On May 18, 2007, Canadian Utilities Limited, a subsidiary corporation, redeemed $126.5 million of outstanding
Cumulative Redeemable Second Preferred Shares Series Q, R and S at a price of $25.00 per share plus accrued and
unpaid dividends per share.

9. Long term debt and non-recourse long term debt

The CICA recommendations regarding the measurement of financial liabilities require the financial liabilities to be
measured at initial recognition, including transaction costs, minus principal repayments, plus or minus the
cumulative amortization using the effective interest method of any difference between that initial amount and the
maturity amount, minus any reduction for impairment. Accordingly, deferred financing charges have been
recalculated using the effective interest method. Commencing January 1, 2007, in accordance with CICA
recommendations regarding the presentation of financial liabilities, long term debt and non-recourse long term debt
have been reduced by their respective cumulative unamortized balance of deferred financing charges.

Long term debt
Effective June 30
Interest Rate 2007 2006
CU Inc. debentures — unsecured
2001 4.84% due November 2006 4.977% $ - $ 1750
2002 4.801% due November 2007 4.913% 50.0 50.0
2000 6.97% due June 2008 7.062% 100.0 100.0
1989 Series 10.20% due November 2009 10.331% 125.0 125.0
1990 Series 11.40% due August 2010 11.537% 125.0 125.0
2000 7.05% due June 2011 7.130% 100.0 100.0
2004 5.096% due November 2014 5.162% 100.0 100.0
2002 6.145% due November 2017 6.217% 150.0 150.0
2004 5.432% due January 2019 5.492% 180.0 180.0
1999 6.8% due August 2019 6.861% 300.0 300.0
1990 Second Series 11.77% due November 2020 11.903% 100.0 100.0
2006 4.801% due November 2021 4,854% 160.0 -
1991 Series 9.92% due Aprii 2022 10.063% 125.0 125.0
1992 Series 9.40% due May 2023 9.511% 100.0 100.0
2004 5,896% due November 2034 5.939% 200.0 200.0
2005 5.183% due November 2035 5.226% 185.0 185.0
2006 5.032% due November 2036 5.072% 160.0 -
CU Inc. other long term obligation, due June 2009,
unsecured 6.000% 4.5 4.5
Canadian Utilities Limited debentures — unsecured
2002 6.14% due November 2012 6.228% 100.0 100.0
Less: Deferred financing charges {12.2) -
23523 2,219.5
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9. Long term debt and non-recourse long term debt (continued)

Long term debt (continued)

Effective June 30
Interest Rate 2007 2006
ATCO Midstream Ltd. credit facility, at BA rates,
due June 2011, unsecured V Floating 25.0 25.0
ATCO Power Canada Ltd. credit facility, at BA rates,
due August 2011, secured by a pledge of cash " Floating 220 22.0
ATCO Investments Ltd. term loan on ATCO Centre II,
at BA rates, due March 2010, secured by the building Floating 52 5.6
ATCO Structures Inc, revolving loan, at BA rates,
due July 2011, secured by property, plant and equipment " Floating 36.8 225
ATCO Structures Inc. other long term obligations, at rates of
6.7% to 8.5%, payable in Chilean pesos
{690.0 million CLP (2006 — 608.5 million CLP)) 7.580% 1.4 1.3
ATCO Structures Pty Lid. revolving loan, at Bank Bill rates,
due July 2012, payable in Australian dollars, secured by
property, plant and equipment
($10.0 million AUD (2006 — $14.5 million AUD)) Floating 9.0 12.0
24517 2,307.9
Less: Amounts due within one year 1.3 1.7
$2,450.4 $2,306.2

Non-recourse long term debt

The CICA recommendations pertaining to financial instruments do not permit the presentation of interest rate swaps
in combination with floating rate long term debt to emulate fixed rate long term debt. Consequently, any of the
Corporation’s floating rate non-recourse long term debt that had previously been presented in combination with
interest rate swaps is now presented exclusive of the effect of the interest rate swaps (see Note 11). The comparative
figures have been restated; this change in presentation had no effect on the amount of the Corporation’s non-

recourse long term debt.

Effective June 30
Project Financing Interest Rate 2007 2006
Barking Power Limited, payabte in British pounds:
Term loans, at fixed rates averaging 7.95%, due to 2010
(£20.5 million (2006 — £25.1 miilion}) 7.95% $ 43.6 3 518
Term loan, at LIBOR, due to 2010 )
(£9.2 million (2006 - £41.2 million)) Floating 19.9 84.9
Osborne Cogeneration Pty Ltd., payable in Australian dollars:
Term loan, at Bank Bill rates, due to 2013 ¥
($35.1 million AUD (2006 — $39.4 million AUD)) Floating 31.6 32.7
ATCO
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9. Long term debt and non-recourse long term debt (continued)

Non-recourse long term debt {continved)

Effective
Project Financing Interest Rate 2007 2006
ATCO Resources (20%) and Canadian Utilities (80%)
ATCO Power Alberta Limited Partnership (“APALP”);
Term loan, at LIBOR, due to 2016 Floating @ 108.2 116.7
Joffre:
Term loan, at BA rates, due to 2012 " Floating @ 0.6 10.3
Term loan, at LIBOR, due to 2012V Floating 1.2 18.4
Notes, at fixed rate of 8.59%, due to 2020 8.845% 40.0 40.0
Scotford:
Term loan, at BA rates, due to 2014 " Floating © 53.1 54.8
Term facility, at Canadian Prime Advances, due to 2014 ¢V Floating ® 0.2 03
Term loan, at LIBOR, due to 2014 " Floating @ 134 13.8
Notes, at fixed rate of 7.93%, due to 2022 8.302% 321 331
Muskeg River:
Term loan, at BA rates, due to 2014 (" Floating 40.6 42.5
Term facility, at Canadian Prime Advances, due to 2014 Floating ¥ 0.2 0.3
Term loan, at LIBOR, due to 2014 ¥ Floating 10.2 10.7
Notes, at fixed rate of 7.56%, due to 2022 7.902% 35.6 379
Brighton Beach:
Term loan, at BA rates, due to 2020 Floating 24.6 25.8
Term loan, at LIBOR, due to 2020 " Floating 22.1 231
Construction overrun facility, at BA rates, due to 2020 Y Floating 6.0 6.3
Construction overrun facility, at LIBOR, due to 2020 ¥ Floating @ 5.5 5.7
Notes, at fixed rate of 6.924%, due to 2024 7.025% 133.0 136.5
Cory:
Cost overrun facility, at BA rates, due to 2011 ¥ Floating @ 34 4.2
Notes, at fixed rate of 7.586%, due to 2025 7.872% 45.0 46.2
Notes, at fixed rate of 7.601%, due to 2026 7.880% 40.0 409
Less: Deferred financing charges 9.4) -
700.7 836.9
Less: Amounts due within one year 77.7 594
$623.0 $771.5

BA — Bankers® Acceptance
LIBOR ~ London [nterbank Offered Rate

()
margin fees are subject to escalation.

@Y Floating interest rates have been partially or completely hedged with inferest rate swaps (see Note 11).
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16. Class | and Class 11 shares

There were 51,233,146 (2006 - 52,639,946) Class I Non-Voting shares and 6,935,018 (2006 - 6,960,018) Class 1
Voting shares outstanding on June 30, 2007. In addition, there were 1,305,800 options to purchase Class | Non-
Voting shares outstanding at June 30, 2007 under the Corporation’s stock option plan. From July 1, 2007, to July
24, 2007, no stock options were granted or cancelled, 8,000 stock options were exercised and 30,000 Class | Non-
Voting shares were purchased under the Corporation’s normal course issuer bid.

The average number of shares used to calculate eamings per share are as follows:

Three Months Ended Six Months Ended
June 30 June 30
2007 2006 2007 2006
Weighted average shares outstanding 58,276,180 59,940,555 58,355,895 59,968,766
Effect of dilutive stock options 700,749 671,312 666,939 691,087
Weig@ average dilutive shares outstanding 58,976,929 60,611,867 59,022,834 60,659,853

11. Risk management and financial instruments

The Corporation is exposed to changes in interest rates, commodity prices and foreign currency exchange rates. The
Power Generation segment is affected by the cost of natural gas and the price of electricity in the Province of
Alberta and the United Kingdom and the Global Enterprises segment is affected by the cost of natural gas and the
price of natural gas liquids. In conducting its business, the Corporation may use various instruments, including
forward contracts, swaps and options, to manage the risks arising from fluctuations in exchange rates, interest rates
and commodity prices. All such instruments are used only to manage risk and not for trading purposes.

At June 30, 2007, the following derivative instruments were outstanding: interest rate swaps that hedge interest rate
risk on the variable future cash flows associated with a portion of non-recourse long term debt, foreign currency
forward contracts that hedge foreign currency risk on the future cash flows associated with specific firm
commitments or anticipated transactions and certain natural gas purchase contracts. o

The derivative assets and liabilities comprise the following:

June 30
2007

Derivative assels - current:
Interest rate swap agreements 306
Derivative assets — non-current.
Natural gas purchase contracts $69.1
Interest rate swap agreements 0.6

$69.7
Derivative liabilities — current:
Interest rate swap agreements 12

Derivative liabilities - non-current:
Interest rate swap agreements
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11. Risk management and financial instruments (continued)
Interest rate risk

The Corporation has converted variable rate non-recourse long term debt to fixed rate debt through the following
interest rate swap agreements:

Swap Fixed Notional Principal
Project Interest Variable Debt Maturity June 30
Financing Rate " Interest Rate Date 2007 2006
Osborne:
{$33.3 million AUD (2006 — Bank Bill Rate
$37.4 million AUD)} 7.3325% in Australia December 2013 $30.1 $31.0
APALP: 7.54% 90 day BA November 2008 24 4.0
7.317% 90 day BA December 2008 34 5.6
7.50% 6 month LIBOR  December 2011 98.7 107.1
Joffre: 7.286% 90 day BA September 2012 274 326
Scotford: 5.212% 90 day BA September 2008 64.5 70.9
Muskeg River: 5.287% 90 day BA December 2007 49.8 533
Brighton Beach: 5.8367% 90 day BA June 2009 10.9 11.5
6.575% 90 day BA March 2019 44.0 46.3
Cory: 6.346% 90 day BA June 2011 3.0 3.8
$334.2 $366.1

BA - Bankers’ Acceptance
LIBOR - London Interbank Offered Rate

Y The above swap fixed interest rates include any long term debt margin fees; the margin fees are subject to
escalation (Note 9).

The Corporation has fixed interest rates, either directly or through interest rate swap agreements, on 97% (2006 —
94%) of total long term debt and non-recourse long term debt.

Foreign currency exchange rate risk

The Corporation has exposure to changes in the carrying values of its foreign operations, including assets and
liabilities, as a result of changes in exchange rates. Gains or losses on translation of self-sustaining foreign
operations are included in the foreign currency translation adjustment account in accumulated other comprehensive
income. Gains or losses on translation of integrated foreign operations are recognized in earnings.

The Corporation has entered into foreign currency forward contracts in order to fix the exchange rate on certain
planned equipment expenditures and operational cash flows denominated in U.S. doflars and Euros. At
June 30, 2007, the contracts consist of purchases of $13.6 million U.S. (2006 — $2.3 million U.S.), sales of
$0.7 million U.S. (2006 — $8.0 million U.S.) and no sales of Euros (2006 — 1.7 million Euros).

Natural gas purchase contracts and associated power generation revenue contract liability

The Corporation has long term contracts for the supply of natural gas for certain of its power generation projects,
Under the terms of certain of these contracts, the volume of natural gas that the Corporation is entitled to take is in
excess of the natural gas required to generate power. As the excess volume of natural gas can be sold, the
Corporation is required to designate these entire contracts as derivative instruments. The Corporation recognized a
non-current derivative asset of $59.0 million on January 1, 2007; thereafter, the Corporation will record mark-to-
market adjustments through earnings as the fair values of these contracts change with changes in future natural gas
prices. These natural gas purchase contracts mature in November 2014.
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11. Risk management and financial instruments (continued)

As all but the excess volume of natural gas is committed to the Corporation’s power generation obligations, the
Corporation could not recognize the entire fair values of these natural gas purchase contracts in its revenues.
Consequently, on January 1, 2007, the Corporation recognized a provision for a power generation revenue contract
in the amount of $44.8 millien; thereafter, the Corporation will record adjustments to the power generation revenue
contract liability concurrently with the mark-to-market adjustments for the natural gas purchase contracts derivative
asset. This power generation revenue contract liability is included in deferred credits in the consolidated balance
sheet.

The mark-to-market adjustment for the derivative asset and the corresponding adjustment for the associated power
generation revenue contract liability decreased eamings by $1.0 million, net of income taxes and non-controlling
interests, for the three months ended June 30, 2007 and increased earnings by $1.3 million, net of income taxes and
non-controtling interests, for the six months ended June 30, 2007.

Credit risk

For cash and short term investments and accounts receivable, credit risk represents the carrying amount on the
consolidated balance sheet. Accounts receivable credit risk is reduced by a large and diversified customer base,
requirement of letters of credit, and, for regulated operations other than Alberta Power (2000), the ability to recover
an estimate for doubtful accounts through approved customer rates.

Derivative credit risk arises from the possibility that a counterparty to a contract fails to perform according to the
terms and conditions of that contract. Derivative credit risk is minimized by dealing with large, credit-worthy
counterparties in accordance with established credit approval policies.

Fair value of non-derivative financial instruments

The carrying values and fair values of the Corporation’s non-derivative financial instruments are as follows:

June 30
2007 2006
Carrying Fair Carrying Fair
Value Value Value Value

Assets

Cash and short term investments ¢ $ 908.0 $ 908.0 $ 993.1 $ 993.1
Accounts receivable ¢! 384.6 384.6 316.8 316.8
Liabilities

Bank indebtedness ¥’ 18.5 185 13.1 13.1
Accounts payable and accrued liabilities 420.6 420.6 356.8 356.8
Long term debt & 2,451.7 2,713.6 2,307.9 2,595.0
Non-recourse long term debt 700.7 7369 836.9 870.1
Preferred shares @ 150.0 163.1 150.0 169.8

™ Recorded at cost. Fair value approximates the carrying amounts due to the short term nature of the financial

instruments and negligible credit losses.

Recorded at cost. Fair value approximates the carrying amounts due to the short term nature of the financial
instruments.

Recorded at amortized cost. Fair values are determined using quoted market prices for the same or similar
issues. Where the market prices are not available, fair values ave estimated using discounted cash flow
analysis based on the Corporation’s current borrowing rate for similar borrowing arrangements.

Recorded at cost. Fair values are determined using quoted market prices for the same or similar issues.

(2)

3

4
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11.

Risk management and financial instruments {continued)

Fair value of derivative financial instruments

The fair values of the Corporation’s derivative financial instruments are as follows:

June 30
2007 2006
Fair Value Fair Value
Notional Receivable Notional Receivable

Principal ? (Payable)®  Maturity  Principal !’ (Payable)®  Maturity

Interest rate swaps $334.2 $2.3) 2007-2019 $366.1 $(4.2y 2007-2019
Foreign currency

forward contracts $ 154 - 2007-2008 $ 139 (0.2y  2006-2007
Natural gas purchase

contracts NA® $69.1 2014 N/A® NAY NAY

a)

2

)

)

12.

The notional principal is not recorded in the consolidated financial statements as it does not represent amounts
that are exchanged by the counterparties.

The notional amount for the natural gas purchase contracts is the maximum volumes that can be purchased
over the terms of the contracts.

Fuair values for the interest rate swaps and the foreign currency forward contracts have been estimated using
period-end market rates, and fair values for the natural gas purchase contracts have been estimated using
period-end forward market prices for natural gas. These fair values approximate the amount that the
Corporation would either pay or receive to settle the contract at June 30.

In accordance with the CICA recommendations for financial instruments, disclosures not required in financial
statements for periods prior to January 1, 2007 need not be provided on a comparative basis.

Other comprehensive income

Other comprehensive income (“OCI™) of the Corporation is comprised of three components: the unrealized gains
and losses on effective cash flow hedging instruments, the unrealized gains and losses on financial assets that are
available for sale, and the foreign currency translation adjustment relating to self-sustaining foreign operations.
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12. Other comprehensive income (continued)

Changes in the components of accumutated OCI are summarized below:

Three Months Ended Six Months Ended
June 30 June 30
2007 2006 2007 2006
Accumulated OCI at beginning of period:
Cash flow hedge losses ' $ (4.0) $ - £ - 3 -
Financial assets available for sale 0.1 - -
Foreign currency translation adjustment 1.2 {16.0) 0.5 (14.9)
{3.3) (16.0) 0.5 (14.9)
Adjustment to accumulated OCI at beginning of period
due to change in method o(f accounting for:
Cash flow hedge losses 4 - - 5.0) -
Financial assets available for sale - - 0.1 -
- - (4.9) -
QOCI for the period:
Changes in fair values of cash flow hedges ©* 23 - 2.6 -
Transfers of cash flow hedge losses to earnings © - - 0.1 -
2.3 - 2,7 -
Foreign currency translation adjustment (10.6) - (9.9) (1.1)
(8.3) - (7.2) (L.1)
Accumulated OCI at end of period:
Cash flow hedge losses ") (2.3) - 2.3) -
Financial assets available for sale @ 0.1 - 0.1 -
Foreign currency translation adjustment ) 9.4) (16.0) (9.4) {16.0)

$(11.6)  $(16.0)

$(11.6) $(16.0)

) Net of income taxes of $3.5 million and non-controlling interests of 33.3 million.
2 . . . ‘
2 Net of income taxes and non-conirolling interests of nil.

B Net of non-controlling interests of $(1.7) million and $8.8 million, respectively, and $(1.5) million and

38.8 million, respectively.

“  Net of income taxes of $3.5 million and non-controlling interests of $3.6 million.

P) " Net of income taxes of $(1.8) million and non-controlling interests of $(1.5) million, respectively, and income
taxes of $(1.8) miflion and non-controlling interests of 3(1.8) million, respectively.

Net of non-controlling interests of $6.6 million and nil, respectively, and non-controlling interests of

(6)
36.4 million and nil, respectively.

) Net of income taxes of $(1.7) million and non-controlling interests of $1.8 miflion.

@ Net of non-controlling interests of $4.9 million and $8.8 million, respectively.

13. Employee future benefits

In the three months ended June 30, 2007, net expense of $4.3 million (2006 — $4.5 million) was recognized for
pension benefit plans and net expense of $1.5 million (2006 — $1.3 million) was recognized for other post

employment benefit plans.

In the six months ended June 30, 2007, net expense of $8.7 million (2006 — $10.0 million) was recognized for
pension benefit plans and net expense of $2.8 million (2006 — $2.6 million) was recognized for other post

employment benefit plans.




14. Segmented information

Segmented results — Three months ended June 30

2007 Power Global Corporate Intersegment
2006 Utilities  Generation  Enterprises  Industrials and Other Eliminations  Consolidated
{(Unaudited)
Revenues — external  § 264.6 $ 1871 $118.0 $120.8 $ 1.2 b - § 6917
$ 2401 $ 1920 $142.1 $ 802 $ 10 3 - $ 6554
Revenues — 6.1 - 30.1 0.1 32 (39.5) -
intersegment " 6.2 - 3 - 3.1 (40.4) -
Revenues 5 270.7 $ 187.1 $148.1 5120.9 $ 44 $ (39.9) $ 6917
§ 2463 $ 1920 $173.2 $ 802 3 4.1 $ (40.4) § 6554
Eamnings attributable
to Class [ and $ 149 $§ 155 $ 97 § 124 $ 34 $ (0.9) $§ 553
Class IT shares £ 93 $ 157 $ 148 $ 60 5 (1.0 $ (1.2) $ 436
Segmented results — Six months ended June 30
2607 Power Global Corporate Intersegment
2006 Utilittes  Generation  Enterprises  Industrials and Other Eliminations  Consolidated
(Unaudited)
Revenues — external $ 603.0 $ 4058 $269.2 $240.9 $ 24 $ - $1,521.3
$ 5628 $ 3924 $269.2 $161.7 $ 20 b - $1,388.1
Revenues — 12.4 - 60.8 0.1 6.4 {79.7) -
intersegment 12.2 - 58.1 - 6.4 {76.7) -
Revenues $ 6154 $ 4058 $330.0 $241,0 5 83 $ (79.7) $1,521.3
$ 575.0 £ 3924 $327.3 $161.7 5 8.4 § (76.7) $1,388.1
Earnings attributable
to Class I and $ 406 $ 400 $ 322 § 215 § 3.9 5 (1.3) §$ 1369
Class Il shares $ 302 $ 300 $ 267 $ 118 $104 $ (2.5 3 106.6
Total assets $3,842.7 $2,448.0 $237.8 $320.8 $699.0 52165 $7,764.8
$3,566.5 $2,415.7 $287.9 $260.5 $805.8 $123.1 $7,463.5
Allocation of $ 465 § 231 $ 16 $ - 5 - $ - $ 712
goodwill 3 465 $ 23.1 $ 16 5 - P - $ - § 712

M Intersegment revenues are recognized on the basis of prevailing market or regulated prices.
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ILE NO. 82-34745

News Release

ATCOLTD
Comporate Head Office; 1400, 909 - 11 Avenue 5.W., Calgary, Alberta T2R 1N6 Tel: (403) 292-7500

For Immediate Release
July 16, 2007

ATCO Ltd. to Release Second Quarter Results Thursday, July 26, 2007

CALGARY, Alberta - ATCO Ltd. {TSX: ACO.X, ACQO.Y) will release its financial results for the second quarter ended June 30, 2007
on Thursday, July 26, 2007. The news release will be distributed via www.marketwire.com and the results, including Financial
Statements and Management's Discussion & Analysis will be posted on www.atco.com.

ATCO Ltid., an Alberia based worldwide organization of companies with assets of approximately $7.9 billion and more than 7,000
employees, is comprised of three main business divisions: Power Generation; Utilities (natural gas and electricity transmission and
distribution) and Global Enterprises, with companies active in industrial manufacturing, technology, logistics and energy services.
More information about ATCO Ltd. can be found on its website www.atco.com.

For jurther information, please contact:

K.M. (Karen) Watson

Senior Vice President & Chief Financial Officer
ATCO Ltd.

{403) 202-7502

Forward-Looking information:

Certain stalerments contained in this news releass may constitute forwerd-iooking stalements. Forward-looking statements are often, but not elways, identified by the use of words such as
“mnticipate”, “plan”, “expect®, "may”, "will”, "intend®, “shouig”, and similar expressions. These statements involve known and unknown risks, uncertainties and other factors that may causs actual
rasults or events to dilter materially from those enticipated in such forward-tooking statements. The Corporation believes that the expectations reflected in the forward-ooking siatements are
reasonabia, but no assurance cen be given that these expectations will prove to be comec! and such lorward-looking staterments should not be unduly relied upon,

The Corporation’s aciual resuits could differ matanally from those anticipated in thess lforward-fooking statements as a result of regulatory decisions, compelitive factors in the indusires in which
lhe Corporation operates, prevailing economic conditions, and other factors, many of which are beyond the control of the Corporation.

The lforward-fooking staternents contained in this news release reprasent the Corporations” expectations es of the date hereol, and are subject to change aftar such date. The Corporalion
disciaims any intention or obligation ta updata or revise any forward-ooking statements whether as a result of new information, future events or otherwise, axcept as requined under appliceble
sgcurilies reguiations.




FILE NO. 82-34745

News Release

ATCQO LTD.
Corporate Head Office: 1400, 909 - 11 Avenue S.W.,, Calgary, Alberta T2R 1NG Tel: (403) 292-7500

For Immediate Release

July 28, 2007

ATCO Ltd. Reports Increased Second Quarter Earnings

CALGARY, Alberta — ATCO Ltd. (TSX: ACO.X, ACO.Y) reported earmings of $55.3 million ($0.95 per share) for the three
months ended June 30, 2007, compared to earnings of $43.6 million ($0.73 per share) for the same three months of 2006.
Earnings for the six months ended June 30, 2007 were $136.9 million ($2.35 per share) compared to earnings of $106.6 million
($1.78 per share) for the same six months in 2006.

Financial Summary For the Three Faor the Six
Months Ended Months Ended
June 30 June 30

2007 2006 2007 2006

($ Millions except per share data}
(unaudited)

" This measure is cash generated from operations before changes in non-cash working capital and is not defined by Generally Accepted
Accounting Principles. This measure may not be comparable to similar measures used by other companies.

Earnings for the three months ended June 30, 2007, increased primarily due to:

« increased business activity in ATCO Structures;

« $11.5 million adjustment relating 1o the 2007 change in the taxation of preferred share dividends. In the second quarter of
2007, the federal government amended legislation on the taxation of preferred share dividends paid. This change, which was
retroactive to 2003, resulted in a reduction in income tax expense that was recorded in the second quarter of 2007. As the
Canada Revenue Agency {“CRA") has been assessing corporate tax returns based on this proposed change since January 1,
2003, the recently enacted change will not affect the Corporation’s cash position. (*Change in the Taxation of Preferred Share
Dividends");

» colder temperatures, customer growth and higher sales per customer in ATCO Gas; and

= aninterest and income tax expense that was recorded by Alberta Power {2000} in the second quarter of 2006. This adjustment,
which reduced earnings in the secend quarter of 2006 by $4.2 million, pertained to a CRA assessment on the taxation of
proceeds received from the sale of the H.R. Milner generating plant in 2001 (*H.R. Milner Income Tax Reassessment”).

This increase was partially offset by:
+ $9.3 million adjustment in 2006 to reflect decreased federal and provincia! taxes and rates; and
» the timing and lower demand for natural gas storage capacity sold, lower storage fees and lower volumes and margins for
natural gas liquids (*“NGL") in ATCO Midstream.

[ continued ]



Earnings for the six months ended June 30, 2007, increased primarily due to:
* increased business activity in ATCO Structures;
« Change in the Taxation of Preferred Share Dividends;
= colder temperatures, customer growth and higher sales per customer in ATCO Gas;
» the timing and higher demand for natural gas storage capacity sold and higher storage fees in ATCO Midstream; and
* H.R. Milner Income Tax Reassessment in 2006. '

This increase was partially offset by:
« $11,7 million after tax gain in 2006 on the sale of land located in downtown Calgary;
+ $9.3 million adjustment in 2006 to reflect decreased federal and provincial taxes and rates; and
» higher operating and maintenance expenses in ATCO Electric, pending finalization of 2007 and 2008 customer rates.

Revenues for the three months ended June 30, 2007, increased primarily due to:
* increased business activity in ATCO Structures;
+ impact of 2007 interim customer rate increases for ATCO Electric approved by the Alberta Energy and Utilities Board {"AEUB”)
in December 2006, and
= colder temperatures, customer growth and higher sales per customer in ATCO Gas.

This increase was partially ofiset by:

+ lower NGL revenue due to lower prices and volumes of natural gas purchased and resold on a “no margin” basis, lower prices
and volumes of natural gas processed for NGL extraction, and the timing and lower demand of natural gas sterage capacity
sold and lower storage fees in ATCO Midstream; and

» lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power’s U.K. operations,

Revenues for the six months ended June 30, 2007, increased primarily due to:
* increased business aclivity in ATCO Structures;
« the timing and higher demand of natural gas storage capacity sold and higher storage fees in ATCO Midstream; and
« impact of 2007 interim customer rate increases for ATCO Electric approved by the AEUB in December 20086.

This increase was partially offset by:
« lower NGL revenue due to lower prices and lower volumes of natural gas purchased and resold on a “no margin” basis and
lower prices and volumes of natural gas processed for NGL extraction in ATCO Midstream; and
« lower natural gas fuel purchases recovered on a “no-margin” basis in ATCO Power's U.K. operations.

Funds generated by operations for the three and six months ended June 30, 2007, increased primarily due to increased
earnings.

Other Recent Highlights include:

= ATCO Electric has applied to the AEUB for approval to build and operate a new 240-kV electric transmission line in northwest
Alberta. This 235 kilometre transmission line starts in the Wabasca area and ends in the Peace River region and has an
estimated cost of $210 million. ATCO Etectric anticipates completing the project by 2010 and plans to begin construction in
late 2007. '

* ATCO Power will build a second natural gas-fired 45 megawatt (MW) power plant in Valleyview, Alberta. This "peaking”
facility is designed to solidify provincial grid stability while providing quick access to additional power and is expected to be
completed in 2008.

= UQSUQ Corporation, a joint venture between ATCO Frontec and Inuit owned companies in the Arctic, has been awarded a
five year contract renewal 10 lease and operate the bulk fuel storage facility, the pipeline distribution system and the municipal
fuel distribution system in Igaluit, Nunavut.

« ATCO Frontec has been awarded five contracts 1o provide multiple support services for up to five years at the Kandahar
Airfield in Afghanistan for the more than 10,000 troops serving NATO's International Security Assistance Force.

[ continued ]



ATCO Ltd.’s consolidated tinancial statements, and management's discussion and analysis of financial condition and results of operations
for the three and six months ended June 30, 2007, will be available on ATCO Ltd.’s website (www.atco.com) or via SEDAR (www.sedar.
com) or can be requested from the Corpoeration.

ATCO Lid., an Alberta based worldwide organization of companies with assets of approximately $7.8 billion and more than 7,000
employees, is comprised of three main business divisions: Power Generation; Utilities (natural gas and electricity transmission and
distribution) and Global Enterprises, with companies active in industrial manufacturing, technology, logistics and energy services.

For further information, please contact:

K.M. (Karen) Watson

Senior Vice President & Chief Financial Officer
ATCO Ltd.

(403) 292-7502

Forward-Looking Information:

Certain staternents contained in this ngws relpase may constiiute forward-ooking statements. Forward-looking statements are often, but not always, identified by the use of words such as
“articipate”, “plan®, “expact”, “may", "will", “imtend", “should”, and similar expressions. These statamenis involve known and unknown risks, uncerteinties and olter faclors that may cause actual
results or gvents o differ iy from those anticipated in such forward-loaking 3. The Corporation believes that the expectations reflected in the forward-looking statements are
raasonabie, but no assurance can be given thal thase expeciations will prove o be comact end such lorward-fooking stalements should not be unduly relied upon.

The Corpovation’s eclual results could differ materally from those enticipated in thase forward-looking statements as a result of regulatory dacisions, compelilive factors in the indusires in which
the Corporation operates, prevailing economic candliions, and other factors, many of which are beyond the conirol of the Corporation.

The forward-ooking statements contalned in this news release represent the Corporations' expectations as of ihe date herecl, and are subject io change after such date. The Corpomtion
disclaims any intention or cbligalion o update or revise any forward-looking stalements whether as & rosult of new information, future gvents or ctherwisa, except a3 raquired undar applicebls
securitias regulations.




FILE NO. 82-34745

'CO News Release

ATCO LTD.
Corporate Head Office: 1400, 909 - 11 Avenue S.W., Calgary, Alberta T2R 1NG Tel: {403) 292-7500

For Immediate Release

July 26, 2007

ATCO Ltd. Eligible Dividends

CALGARY, Alberta — The Board of Directors of ATCO Ltd. has declared the following quarterly dividends. |

TSX Stock Dividend Per Record Date Payment Date |

Shares Symbol Share ($) {2007) {2007) ‘

Class | Non-Voting ACO.X 0.22 12-Sep 30-Sep ‘

Class Il Voting ACO.Y 0.22 12-Sep 30-Sep |
5.75% Series 3 ACO.PRA 0.359375 08-Aug 01-Sep

These dividends are eligible dividends for Canadian income tax purposes.

With more than 7,000 employees and $7.8 billion in assets, ATCC Group is an Alberta based worldwide organization of companies
comprised of three main business divisions: Power Generation; Utilities {natural gas and electricity transmission and distribution)
and Global Enterprises, with companies active in industrial manufacturing, technology, logistics and energy services. More
information about ATCO Ltd. can be found on its website www.atco.com.

For further information, please contact:
K.M. (Karen) Watson
Senior Vice President & Chief Financial Officer

ATCO Ltd.
(403) 292-7502

END

Forward-Looking Information:

Certain statamants contained in this news release may constilute forward-looking staterments. Forward-fooking statements are offan, but not always, identified by the use of words such &s
“anticipata”, “plan”, ‘expect”, ‘may”, “will", “intend”, “should”, and similar expressions. Thase statemenis invoive known and unknown fisks, uncernainties and other factors thel may cause actual
rasults or avenis to dilfar materially from those anticlpated in such forward-looking statements. The Corporation believas that the expectations reflecied in the forwerd-looking stalements are
reasonable, but no assurance can be given thet these expectations wilt prove lo be correct and such forward-looking statements should not be unduly ralied upon.

The Corporation’s actual rasults could differ matarially from those anticipated in these forward-looking statements as a result of regulatory decisions, competitive factors in the industrias in which
the Corporation oparates, pravalling economic conditions, and other factors, many of which are beyond the conirol of the Corporation.

The forward-looking statemsents contained in this news release represent the Corporetions’ expectations as of the date hereof, and are subject to change wfler such dste, The Corporation
disclaims any intentlon or obligation to update or revise any lorward-lpoking statements whether as a resull of mew information, future gvents or otharwise, except as raquined under applicable
securities regulations,




